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SWEDEN’S MONEY MUDDLE 





| A MARSHALL PLAN FOR ASIA? 


| STRAINS ON BUSINESS LIQUIDITY 
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BAYERISCHE STAATSBANK 


| ESTABLISHED 1780 


1, KARDINAL-FAULHABERSTR., MUNICH 
| ALL BANKING TRANSACTIONS 


BRANCHES IN ALL IMPORTANT BAVARIAN TOWNS 





























1 Sound Investment 


This has become a familiar face to millions 
of savers, large and small. ‘Hastings and 
Thanet” provides an eminently safe and 
profitable investment, easily withdrawable 


2 INCOME TAX | 
INTEREST i % PAID BY THE SOCIETY 


ON SUMS UP TO £5,000 


Hast HES and Thanet 


BUILDING SOCIETY 






Established over 100 years 
Assets £17,000,000 
Reserves £900,000 





ed 


Head Offices: 
Please ask for Balance 29-31 Havelock Road 46 Stree! 
Sheet and Booklet Hastings te 
“* Profitable Investment” — 99 Baker Street, London, W.1 4 St. George’s Pl., Canterbury 


without obligation, of 3-4 Cecil Street, Margate 41 Catherine Street, Salisbury 
course. 41 Fishergate, Preston 88 Mosley St., Manchester, 2 
111 New Street, Birmingham, 2 











BRADBURY, WILKINSON & CO, LTD. % 
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LEU & CO’s BANK LTD. 


Aktiengesellschaft 32, BAHNHOFSTRASSE Société Anonyme 


LEU & CO. ZURICH LEU & CIE. 





1755—1955 


Our connections with the United Kingdom date 
back to the origin of our Bank in 1755 when funds 
were invested by us in “Consolidated Annuities” 
registered at the Bank of Engiand. Ever since those 
early days our Bank has maintained friend'y 
relations with Bankers and Brokers throughout 
Great Britain and the English-speaking world. We 
are Offering every facility to exporters and importers, 
tourists and others in need of a complete Inter- 


national Banking service. 


Cables : BANKLEU 
"PHONE : 23 16 60 TELEX : No. 52 174 
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“CHASE 
is my bank 


in New York’’ 


““Chase is my bank in New York” 
is a familiar phrase in British business 
and banking circles. 


Through its New York and London 
organization the Chase National Bank 
offers facilities geared 

especially to the needs of British 
interests in the States 
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THE CHASE NATIONAL BANK 


OF THE CITY OF NEW YORK 
Incorporated with Limited Liability under the Laws of the U.S.A. 
LONDON 
6 Lombard Street, E.C.3 * 46 Berkeley Square, W.I. 
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MIE DUK AS SEN 
Christian uw tank og Sieddhasse 


Established 1848 
The oldest Joint Stock Bank of Norway 


OSLO, NORWAY — TELEGRAMS: KREDITK ASSEN 




















“Yes, he said 
I needn’t take 
on extra staff 


after all...°° 


“You know when our orders 
were going up and up? Our 
accountant told me we might 
have to take on more staff. So 
we decided to call in the Bur- 
roughs man. It couldn’t do any 
harm and his advice was free 
... As it ts, fm more than glad. 
He went into the details with 
our accountant, then showed 
us how wecould mechanize our 
accounting at ‘ow cost —and 
save a lot of overtime. He cer- 
tainly knew his job...” 

The Burroughs man isalways 
at your disposal without cost. 
He is an experienced adviser on a// accounting 
and record-keeping systems, and well qualified 
to work in co-operation with your accountant 
and auditor. 

He has a complete knowledge of mechanized 
accounting. But he won’t propose changing 
your accounting methods just to suit certain 
machines. Rather, after a full analysis of your 
problem, he will make proposa!s for a rapid, 
economical and workable solution to any prob- 
lem you may have. 

If he does recommend a new system, he will 
prepare a detailed plan for it and help you get 
it working smoothly. He will make sure you 
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continue to get ful/ benefit from any Burroughs 
machine you install. 

Whatever your business, large or small—if 
you have an accounting problem, the Burroughs 
man can help you solve it. Burroughs make the 
world’s widest range of Adding, Calculating, 
Accounting, Billing and Statistical Machines 
and Microfilm Equipment. Call in the Bur- 
roughs man as soon as you like—you’re com- 
mitted to nothing and his advice is free. You'll 
find the number of your nearest Burroughs 
office in your local telephone book. Burroughs 
Adding Machine Limited, Avon House, 356- 
366 Oxford Street, London, W.1. 


One Burroughs man solved this problem: The Phonotas Co. Ltd. 
(weekly telephone cleaning and sterilizing service) have 80,000 
separate accounts, and until recently in London and in provincial 
offices figures were copied by hand. As this led to errors and de- 
layed necessary figures, they called in the Burroughs man, in this 
case Mr. J. G. Winterbottom (left). He showed Phonotas how, 
with just two typewriter-accounting machines and two abbrevia- 
ted-description accounting machines, they could centralize the 
work in London, halve the time spent on accounting, and obtain 
up-to-date figures every month —a/l without extra staff. 


FOR EXPERT ADVICE ON BUSINESS SYSTEMS 


senha “—B. urroughs — 

































































HE INDIAN? LTD. 

























































































Riiiililin edie, Through our Branches in India Qatar Branches: 
MADRAS and S.E. Asia, and a world- BANGKOK 
AND wide network of Correspon- RANGOON 
THROUGHOUT dents, we can offer to those COLOMBO 

SOUTH INDIA who trade Overseas saad sacle 
BOMBAY A COMPLETE BANKING gps, 

MANDVI SERVICE KUALA LUMPUR 
CALCUTTA C. P. DORAIKANNU. MALACCA 
Genera! Manager 
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Biowpipe Burglars 
beaten by CHUBB 
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Despite an attack sustained over several hours — 
and despite their oxy-acetylene blowpipes—these 
burglars had their work for nothing. The Chubb 
Strong Room Door remained intact. This was not 
surprising, since nowhere in the world has a Chubb 
anti-blowpipe door or safe been successfully 
burgled. The chief reason is that they are lined with 
special Chubb blowpipe and drill-resisting alloy and 
fitted with an automatic re-locking device. In this 
particular strong room there were materials of con- 
siderable value. Small wonder that the manufac- 
turers whose premises had been entered were 
thankful that they had installed a Chubb door. 








CHUBB & SON’S LOCK AND SAFE CO. LTD., 22 ROYAL EXCHANGE, LONDON, E.C.3. TEL. MINcing Lane 9033-5 | 
Birmingham Bristol Edinburgh Glasgow Liverpool Manchester Newcastle-on-Tyne & Dublin. Fire 
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HAMBROS 
BANK LTD 
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Gstablished 1839 


























BANK OF CEYLON 


The Bank of Ceylon, established as a State-aided bank by the Govern- 
ment of Ceylon, has played an important part in the development and 
progress of the Dominion. With wide local experience, a network of 
branches in the Island, a fully-equipped Foreign Department, a London 
Office and correspondents throughout the world, the Bank can confi- 
dently place its services at the disposal of bankers and merchants who wish to do business 
with Ceylon. 


Head Office: Central Office: London Office: 
4 LUDGATE HILL, 








41 BRISTOL ST., COLOMBO G.O.H. BUILDING (West Block) | 
Foreign Department: YORK STREET, COLOMBO Brae -aaesaet 
YORK STREET, COLOMBO 41 BRISTOL ST., COLOMBO COLOMBO : 
Branches: PETTAH (COLOMBO). KANDY, GALLE, JAFFNA, TRINCOMALEE, PANADURA, 
KURUNEGALA, BADULLA, BATTICALOA, KALUTARA, NEGOMBO, CHILAW, AMPARAI 
Pay Offices: TALAIMANNAR PIER, KANKESANTURAI AIRPORT, COLOMBO PASSENGER 
TERMINAL, RATMALANA AIRPORT 


























BANQUE DE L’INDOCHINE ] 


64, Bishopsgate, E.C.2 
FOREIGN BRANCHES : 






LONDON BANGKOK JEDDA CANTON 

HONG-KONG TOKYO ALKHOBAR-DHAHRAN SHANGHAIT 

SINGAPORE ADDIS-ABEBA DAMMAM TIEN-TSIN 

MARSEILLES NOUMEA HAIPHONG DALAT 

DJIBOUTI PORT: VILA TOURANE PNOM-PENH 

PAPEETE SAIGON VIENTIANE BATTAMBANG 
CANTHO 


SUBSIDIARIES: JOHANNESBURG PORT ELIZABETH DURBAN 





CORRESPONDENTS ALL OVER THE WORLD 





HEAD OFFICE: 


| 96, Boulevard Haussmann—8* ARR‘, PARIS 

















THE ENGLISH, SCOTTISH & AUSTRALIAN BANK 


LIMITED. 


THROUGH MORE THAN 400 BRANCHES AND AGENCIES 

IN AUSTRALIA THIS BANK OFFERS A COMPLETE BANK- 

ING SERVICE FOR EVERY TYPE OF TRANSACTION 
WITH AUSTRALIA. 


Head Office — 5 Gracechurch Street, London, E.C.3. 
West End Branch — 8-12 Brook Street, W.|. 


J. A, CLEZY, General Manager in London. 

















Better 


everyone 
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Imperial 


typewriters 











j ypewriterCo. Ltd., Leicester &Hull 
Imperial Typ ane 











Arab Bank Ltd 


ESTABLISHED 1930 
Registered Office: JERUSALEM 
Head Office: AMMAN 
BRANCHES 
The Hashemite Kingdom of the JORDAN 
and PALESTINE: Jerusalem, Amman, Nablus, 
et Ramallah, Tulkarm, 


aza. 
EGYPT: Cairo, Al-Azhar, Alexandria, 
Pert Said, Al-Mansoura, 
Mahallah Kubra, Tanta. 


IRAQ: Baghdad, Mosul, Basra. 

SYRIA: Damascus, Aleppo, Homs, 
Banias. 

LEBANON Beirut, Tripoli. 


SAUDI ARABIA: Jeddah, Al-Khobar, Dam- 
mam, Riyad and Mecca. 


LIBYA: Benghazi, Tripoli (under 
establishment). 
SUDAN: Khartoum (under establish- 


ment). 
London Correspondents: 
Mip:AND BANK LIMITED 
New York Correspondenis: 

THE CHASE NATIONAL BANK OF THE CITY OF 
New YORK, GUARANTY TRUST COMPANY AND 
IRVING TrRuST Co. 

Other ccrrespondents all over the World 
Capital Authorised and Subscribed: 
JD.1,100,000 


Reserve Funds and Special Reserve Funds: 


J.D. (Jordan Dinar) Equivalent to One 
Pound Sterling 
The Bank invites you to utilise its efficient 
services for all your banking transactions with 
all the World 





























The Bank of \. T. Butterfield 
and Son, Lid. 


BERMUDA 


Established 1858 
Complete Commercial Banking and Trustee 
Department services 


Correspondents of principal English and 
Scottish Banks 
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Get the facts about.... 


INDUSTRIAL 
OPPORTUNITY 
IN 
CANADA 


IF YOU ARE INTERESTED in developing business in 
the Canadian market it will pay you to read ‘Industrial 
Opportunity in Canada.” This comprehensive and 
informative booklet will be mailed to you immediately 
if you write on your business letterhead to:— 


- The Svperintendent 
of Foreign Business, 
. Dcpt. BI, 
Heed Office, 


Imperial Bank of Canada 
Toronto 1, Canada 

















Bank of Canada 




















GOTEBORGS BANK 


Founded 1848 


GOTEBORG STOCKHOLM 

















THE WORLD'S LARGEST 


ASSETS 
£225,000,000 


TORE RHEE EH HHH HEHEHE E EEE EEEEEEE SEH ES ESSER ESEESESEETESEE EH SEE EEEESESEEEEEH EHH EEEEE 
TPO OHHH EEE HEHE EEE EEEE EEE TEES EEEE RESET EEE ESEEEE EEF E SEK OEEEEEEEEHEEEEEEEEHEEEES 
TOOTH RE EEE TERE EEE EE EEE ERESES SESE EEEEEEHEEEEEEEEEE RET EESEEEESEEEE HE EHEESETEHESEOS 
THREE OE EHE EEE EEEE TEESE EEFESEEEEEEEEEEEEEEEEEEESESEEEEETEDEEEEEEHEEEEEETETEEHESES 
OEE EEEEEEE ETE EE EEEE ESHEETS EE ESEEEEEEEEEEEEREDEEESEEEEEEEEESESEEEHEHEEEEEEEEEEEEE SS 
POETS OTHE HEE EEE HEE TEESE TEESE EE EEEEREE EE ESREE REESE EEEEEEEEEEEHE ESET EEEEEEEHE EEE 
POPE EERE EOE TERRE EEE HERE ER EE EEE EE EEE EEE EEEE EEE EEE ESSE SEES EEE EEEEE EEE EEE HEHEHE 


LIQUID FUNDS 
£38,000,000 
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FORTE E EEE EE EH ERTS EE EEE EEE EEEEEEE EE EEEEEEE EEE EEE EEEEEEEEEEEEEEEEEEEEEEEESEEEEES 
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BUILDIN¢ 


SOCIETY 
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RESERVES 
£10,000,000 : 


HEAD OFFICE : HALIFAX, YORKS. LONDON: 51-55, STRAND, W.C.2 
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COMPASS aS 
FOR THE SOUTH-WEST PACIFIC 


CIS 
y 
To a large extent, the navigator’s success is dependent on the accuracy of his 


instruments and information. 

No less does this apply to the banker planning to meet the needs of customers 
having business overseas. In the South-West Pacific, you can rely on the services of 
the Bank of New South Wales-—the most experienced and most widely-represented 
commercial bank in the area. The Bank of New South Wales offers a complete 
banking service at. over 850 points in Australia, New Zealand, Fiji, Papua and 
New Guinea. 


BANK OF NEW SOUTH WALES 


FIRST AND LARGEST COMMERCIAL BANK IN THE SOUTH-WEST PACIFIC 
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HEAD OFFICE: SYDNEY, AUSTRALIA MAIN LONDON OFFICE: 
British and Foreign Department 29 Threadneedle Street, E.C.2 
Manager — R. J. Neal Blackwell D, J. M. Frazer, Manager 


(INCORPORATED IN NEW SOUTH WALES WITH LIMITED LIABILITY) 





x GB5309F 








BARCLAYS CANADIAN CASEBOOK 





Reunion 
in 
Vancouver 





About a year ago a retired business man and his wife came to see us at our 
Lombard Street office. Their only son, they said, had emigrated to Canada 
after the war: he was now married and lived in Vancouver, and they wanted 
to follow him and settle there too. We had to explain regretfully that the 
financial restrictions then in force made this quite impossible if they wished 
to take more than a small fraction of their capital with them. 

Recently, however, we had the pleasure of informing them that as the 
regulations had been changed there was now nothing to stop them booking 
that passage to Canada right away. Not only, we pointed out, would they 
receive the full allowance of £1,250 at the outset, but we could arrange to 
transfer all the additional capital they needed direct to our branch in 
Vancouver, shortly after their arrival. 

Maybe you have a problem connected with Canada. If so, we should very 
much like the opportunity of helping you solve it. Your enquiries, on either 
business or personal matters will be welcomed by our London Manager 
Mr. A. G. Fleming. 


BARCLAYS BANK (CANADA) 


A Canadian Chartered Bank 
London Manager: §4 LOMBARD STREET, E.C.3 
Head Office: 214 ST. JAMES STREET WEST, MONTREAL 
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MARTINS BANK 


LIMITED 
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DISTRICT OFFICES IN LONDON, 
BIRMINGHAM, LIVERPOOL, 
MANCHESTER, 
NEWCASTLE upon TYNE, LEEDS 
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AGENTS ALL OVER THE WORLD 


Head Office 





London District Office: 68 Lombard Street, London, E.C.3 


HEAD OFFICE: WATER STREET, LIVERPOOL, 2 
TOTAL ASSETS (at 30th June, 1954): £343,754,026 


Ge Svey Gitte theres Koom for Mote 


WITH 


Slower 
MOBILE 
STORAGE 
EQUIPMENT 


Storage space is always at a premium 

. . So it’s good news indeed when vou 
can more than double the efficiency of 
your storage system! And so you can 
with ** STORMOR,” the mobile all-steel 
storage equipment that is today solving 
problems in offices, shops and factories 
everywhere. The ** Stormor’’ Mobile Storage System dispenses with unnecessary gangways and increases 
storage capacity by 40% to 100% over the same floor area, leaving all goods easily accessible. 


LET STORMOR SOLVE YOUR STORAGE PROBLEMS! 


Please write for illustrated brochure 


bs: Gt OVER & SONS LI MITED y Head Licensees for Foulkes’ Patents 


Head O ffice and Works: 47 GROTON ROAD, LONDON, S.W.18 Telephone: BATtersea 6511 
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Think of a number 


No, not just any number but a very special one. “3.75” 
in fact. It represents the thickness in millimetres of our rubber 
flooring between the standard }” gauge (inadequate for 
many jobs) and #”—hitherto the only (and more costly!) alternative. 
** 3.75’ has the answer for practically every flooring job, the right 
answer in weight and cost. Of course, we’re happy to supply rubber flooring of 
any thickness but we think “‘ 3.75 ”’ gauge is pretty good . . . thought you’d like 
to know about it. If you’d like to learn more about the wide range of sizes 
and colours available in ‘‘ 3.75 ”’, our representative has all the 
answers. Incidentally, that’s another number you should note. 


CITY 2471 . .. the telephone number of 


‘the man from Runnymede ’. 
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2UNNYMEDE RUBBER CO. LTD. 6 OLD BAILEY LONDON, E. 
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First in world-wide banking 


An extensive network of 57 overseas rapid, up-to-the-minute inform- 
branches and of correspondents in ation on local conditions and de- 
every commercially important city | velopments. The London branches 


throughout the free world hasmade — of The National City Bank are uni- 
The National City Bank of New — quely equipped to offer advice on 
York first in world-wide va: trade with the dollar area. 
banking. Whatever your business 

This great organization and wherever your interests, 
is staffed by men experienc- The National City Bank of 
ed in international trade New York is able and happy 
and banking who can offer to be of service. 


THE NATIONAL CITY BANK 
OF NEW YORK 


(ESTABLISHED 1812) 


Incorporated with limited liability under the National Bank Act of the U.S.A. 





Head Office: 55 WALL STREET, NEW YORK 
London Offices — City: 117 OLD BROAD STREET, E.C.2., West End: 11 WATERLOO PLACE, S.W.1 








PANCADA, MORAES & Co. 
£2. 


37, Rua Augusta Teleg. Addr. 
Lisbon Pamoca 











THE BRITISH LINEN BANK 


Incorporated by Royal Charter, 1746 


Head Office:—38 ST. ANDREW SQUARE, EDINBURGH 








| Branches throughout Scotland | 


London Offices: 
City Office:—38 THREADNEEDLE STREET, E.C.2 
West End Branch:— 198 PICCADILLY, W.I 
Affiliated to Barclays Bank Limited. 
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THE | 
BANK OF INDIA 
LIMITED 


(Incorporated in India) 
ESTABLISHED—1906 


CAPITAL SUBSCRIBED ... Rs.5,00,00,000 
CAPITAL PAID UP Rs.2,50,00,000 
RESERVE FUND Rs.3,52,00,000 


HEAD OFFICE : 
MAHATMA GANDHI ROAD, BOMBAY 


LONDON OFFICE : 
17 MOORGATE E.C.2 


Branches in India: 


AHMEDABAD: GANDHIDHAM 
Bhadra (Main Office) (Kutch) 
Ellis Bridge HYDERABAD 
Gandhi Road (Deccan) 
Manek Chowk JAMSHEDPUR 
Station Branch JUNAGADH 
AMRITSAR KOZHIKODE 
BHUJ (KUTCH) (formerly Calicut) 
BOMBAY: AS 
Andheri NAGPUR: 
Bandra Kingsway 
Bullion Exchange Itwari Bazar 
Colaba NEW DELHI 
Kalbadevi PALANPUR 
Malabar Hill POONA 
CALCUTTA: POONA CITY 
Netaji Subhas Rd. RAJKOT 
(Main Office) SHOLAPUR 
Bara Bazar SURAT 
Chowringhee Square VERAVAL 
COIMBATORE 


Branches outside India: 
ADEN JINJA KAMPALA KARACHI 
MOMBASA NAIROBI OSAKA 
SINGAPORE TOKYO 


Directors: 
Sir Cowasjee Jehangir, Baronet, G.B.E., K.C.L.E., 
Chairman; Mr. Ambalal Sarabhai, Sir Joseph 
Kay, K.B.E., Mr. Dinsha K. Daji, Mr. Ramniwas 
Ramnarain, Mr. Bhagvandas Chunilal Mehta, 
Mr. Krishnaraj M. D. Thackersey, Mr. A. D. 
Shroff, Mr. Madanmohan Mangaldas 


Every Description of Banking 


Business Undertaken 


D. R. Thom, General Manager 
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Whizz through 


coin counting... 











With this new ICC machine, an unskilled 
junior can count up to 2000 coins of 

any single denomination in one minute, 
packing them and recording totals as well. 
And absolutely no risk of error!... 
Adjustment is quick and simple ; automatic 
stops can be adjusted to bag any fixed 
quantities up to 15,000—or fittings are 
available to pack the coins in paper rolls. 
The machine is electrically operated, 
trouble-free. Leaves your skilled staff 
free for more important work. It’s a real 
time and money-saver!... Finished in 
grey enamel with chromium fittings. 

Ask us to arrange a demonstration 

in your own office. 


INTERNATIONAL COIN COUNTING 
MACHINE CO. LTD., ALEXANDRA 
ROAD, ENFIELD, MIDDLESEX. 


PHONE : HOWARD 3027 
(Pte. Bch. Exch.) 


Makers of letter-opening, letter-sealing, 
coin-counting and token-counting machines. 

















LONDON: 


West End Branch: 
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ASSETS EXCEED 


THE 
ROYAL BANK OF CANADA 


(Incorporated in Canada in 1869 with Limited Liability) 





Over 800 Branches in Canada 
and Abroad 


$2,800,000,000 


Main London Branch : 6, Lothbury, E.C.2 8B. Strath, Manager 
2-4, Cockspur St.,S.W.1 R&R. B. Murray, Manager 


HEAD OFFICE: MONTREAL 
Agency in New York 














CREDIT FONCIER 
d’ALGERIE et de TUNISIE 


A limited liability Company incorporated in 
FRANCE in 1880 





CAPITAL =- Francs 765,000,000 





Reg. Office; ALGIERS —— Head Office: PARIS 


LONDON OFFICE : 
62 Bishopsgate, E.C.2 


"Phone : LONDON 


Tel. : Foncaltun London 
WALL 3294 


The services of the London Branch are avail- 
able for all banking business in connection 
with ALGERIA, TUNISIA, MOROCCO, 
LIBYA, SYRIA, LEBANON, where the Bank is 
established by an extensive branch system, 
and with TURKEY by its subsidiary : 


BANQUE DE SALONIQUE 





eee 











BANCO DE CREDITO 
DEL PERU 


$’.80,000,000.00 
S’.63,529,883.49 


CAPITAL 
RESERVES 


HEAD OFFICE: LIMA 


SEVENTY-EIGHT OFFICES 


— 


Entrust us with 
YOUR COLLECTIONS 
ON PERU 


—_- 


PERU’S OLDEST NATIONAL COMMERCIAL BANK 
ESTABLISHED IN 1889 
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LOMBARD BANKING 
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| 

iy LIMITED 
| BANKERS 
| 
|| LOMBARD HOUSE 5 ALDFORD STREET 
Hi | PARK LANE LONDON, W.1 
i | GROsvenor 6211 (20 lines) 
| | Branches and Agents throughout the U.K. 
| | — — — —————— 
t | 
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Here is clegance plus Gold Seai quality to put 
the finishing touch to smart coachwork. 

Apart from appearance here are th2 features 
that still make these tyres outstanding—strong 
flexible casing for long life with greater 
comfort ; unique patented tread pattern to 
provide powerful skid resistance and silent 
running ; non-static properties for better 
radio reception, 


| DUNLOP 


SIDEWALL 





FOR PERFORMANCE PLUS BEAUTY IN 
DUNLOP, DUNLOP FORT & DUNLOP ROADSPEED TYRES 


elaine 
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THE MIDDLE EAST 


The Rafidain Bank by its system of branches throughout Iraq, in Syria 
and the Lebanon offers a complete banking service covering the rapidly 
expanding markets of the Middle East. 

Information and advice are available on all matters concerning the 
business and development of this vital area. 


THE RAFIDAIN BANK 


STATE BANK OF IRAQ 
Head Office: Baghdad Telegraphic Address: Rafdbank 


BAGHDAD, BAGHDAD-SOUTHGATE, BASRAH, MOSUL, KIRKUK, 
HILLAH, AMARAH, NAJAF, NASIRIYA, BAQOUBA, SULAIMANTYAH 
Opening shortly ARBIL, DIWANIYAH, KUT 


Syria DAMASCUS, ALEPPO Lebanon BEIRUT 
London Branch 25 ABCHURCH LANE, LONDON EC4 


Telephone; MANsion House 3787 Telegrams: Rafidbanko London Manager: W. D. Wickenden 
j 














BRANCHES Iraq 
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/ts time YOU DOUBLED your working ‘staff 


*(OF FONADEKS NATURALLY) 


The installation of a Fonadek 
enables your existing staff to in- 
crease their efficiency with the 
minimum of effort. A Fonadek by 
the ‘phone guarantees increased 
efficiency, eliminating wasted 
time every day your office is open. 
The receiver (G.P.O. or internal 
telephone) is placed on the 
Fonadek, it is then possible to 
speak and hear freely whilst 
carrying on normal work. 




















Everyone in your business from 
Execulive to Telephone Operator 


Both hands free for continuing 
reeds a Fonadek. 
—i. ~~ 


normal work whilst talking on 
the telephone. 







The Fonadek holds on for connec- 


Dictation is simple, speedy aal 
tions whilst vou carry on working. 


sure when using a Fonadek. 


SAVE by employing a FONADEK system - FvervwHent 





Just write Fonadek on your letterhead for our brochure. 
FONADEK (BRANSON) LTD. 
Dept. BK, Vivian Road, Birmingham 17. ‘Phone: Harborne 2267/8. 


Branches and Agerts throughout the British Isles. 
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FOR INFORMATION ABOUT CANADA TODAY 


consult 


Canada’s Oldest Bank 


Information that really matters to the business 
man—trading trends, market opportunities, im- 
port—export requirements and so on—is pro- 
vided by the Bank of Montreal. With branches 
throughout Canada and over 130 years’ 
experience of Canadian commercial develop- 
ments, the Bank offers a complete service. 





47 THREADNEEDLE STREET, LONDON, EC2 
Head Office: MONTREAL 
626 Branches across Canada Assets Exceed $2,500,000,000 


Incorporated in Canada in 1817 with Limited Liability 


SY a 














DIRECTORS 


Sir Harold E. Yarrow, Baronet, C.B.E., LL.D., Chairman 
Sir Andrew S. Macharg | 


John S. Allan, D.L. | Deputy Chairmen ° 





The Rt. Hon. The Earl of Fever- The Rt. Hon. Lord Maclay, K.B.E. 
sham, D.S.O., D.L. Andrew Mitchell 

Frank Fleming, D.S.0., D.L. The Rt. Hon. Lord Boyd Orr of 

The Rt. Hon. Lord Harlech, K.G., Brechin, D.S.O., M.C., LL.D., 
P.C., G.C.M.G. F.R.S. 

Robert Laidlaw Sir Aloert G. Stern, K.B.E., 


C.M.G., D.L. 


Alexander Logan McClure, WS. 
William Thyne 


Lachlan Mackinnon, D.S.O. 


CLYDESDALE & NORTH OF SCOTLAND 
BANK LIMITED 


HEAD OFFICE: 30 ST. VINCENT PLACE, GLASGOW, C.! 
JOHN J. CAMPBELL, Genera/l Manager 
341 Branches from the SOLWAY to the SHETLANDS 
4 Offices in LONDON 
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Cable Address: Domik New York. Telephone: Barclay 7-4600. 





Dominick & Dominick 
14, Wall Street - New York 5, N.Y. 


Corporate Affiliate : 
DOMINICK CORPORATION OF CANADA, 360 ST. JAMES STREET W., MONTREAL 
Cable Address : Domik MONTREAL, 

















Specialised BANKING FACILITIES 


The full and proper use of Bowmaker provides specialised 
credit requires an apprecia- credit facilities for Industry, Com- 
tion of all its different forms, merce, Export and Import, and 
their purposes and application. will welcome your enquiries. 


a BOWMAKER 
ee Industrial Bankers 


BOWMAKER LTD., BOWMAKER HOUSE, LANSDOWNE, BOURNEMOUTH, Phone: Bournemouth 7070 
London: 6! St. James's Street, S.W./. Phone: GRO 66/1/6619 Branches throughout the United Kingdom 
































TAXATION OF GIFTS AND 

SETTLEMENTS INCLUDING 
PENSION PROVISIONS 

by Stamp Duty, Estate Duty, 
Income Tax and Surtax 

By G. S. A. Wheatcroft, M.A. (Oxon.). 2nd Edition. 


(Incorporated in 
BA N K Turkey with 
Limited Liability) 











42/- net. PAID-UP CAPITAL- £5,000,000 


. An exceptionally interesting new book . 
Any lawyer who makes a present to himself of this 
book will not regret his purchase.’’-—-Law Notes. 


INCOME TAX FOR 
EXECUTORS AND TRUSTEES 





The Bank transacts every 
description of English and 


By W. G. Mortimer. The main object of this famous 
book is to assist executors, administrators, and trustees, 
in the administrations of wills and trusts as far as 
questions of income tax law arise. It has now been 
brought completely up to date by the addition of a new 
supplement. Price, including supplement, 20/- net. 


Foreign Banking Business. 





BRANCHES throughout TURKEY and the 
MIDDLE EAST, including EGYPT, SUDAN, 
IRAQ, CYPRUS and JORDAN ; 


By A. Forrester Fergus. 2nd Edition. 1!5/- net. Affiliated Institution in Syria and 


“It is easily read and could with advantage be in Lebanon: BANQUE DE SYRIE ET DU 
the possession of every bank officer, especially those LIRAN 

who are candidates for the examinations of the 4 

Institute of Bankers.’’—Natproban. 


PRACTICAL BRANCH 
BANKING 


LONDON 20/22, Abchurch Lane, E.C.4 

MANCHESTER 56/60, Cross Street 

PITMAN PARIS 7, Rue Meyerbeer 

MARSEILLES 38, Rue St. Ferreol 

Parker St., Kingsway, London, W.C.2. CASABLANCA |, Place Ed. Doutte 
ISTANBUL 



































When you buy a car! 


You may decide to purchase a mass production model. 
If you really appreciate quality and fine workmanship, 
your choice will be more limited, but your car will 
reflect that pride of ownership that makes for good 
living. 


In your business, too, you may be satisfied with cheap 
paper, but if you wish to convey a sense of dignity 
and character, you will undoubtedly use one of the 
fine tub-sized, air-dried, rag content papers guaranteed 
by this seal. 


The best of products, whether they be your car, your 
clothes or your stationery, in- 
evitably carry that quality and 
distinction by which you ‘are 
judged in business. 


These papers are guaranteed to have 
a minimum rag content of 25% 
and are tub-sized and_ air-dried. 





ISSUED BY THE BRITISH STATIONERY COUNCIL 
Get it from your Stationer or Printer 
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North British 
& Mercantile Insurance 


Company Limited 


a 


LU 


For a complete Insurance Service 





61 THREADNEFDLE STREET, LONDON, L.C.2 
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UNITED DOMINIONS 
TRUST LIMITED 
BANKERS 


The Companies comprising the 
U.D.T. Group together provide 
a complete financial service 
to industry and commerce 
throughout Great Britain and 
the Commonwealth. 

Facilities are available for the 
provision of medium term loan 
capital to cover development 
and improvements to plant and 
buildings, for the purchase of 
equipment and transport, and 
for the placing or public issue 
of shares. 

UNITED DOMINIONS HOUSE, EASTCHEAP 


LONDON, E.C.3 
Telephone: MANsion House, 8744 
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64 PRINCES STREET, |} DINBURGH, 2 





If ‘es ahows 
Sapar --—=—= 


SANWA BANK 


Authorized Foreign Exchange Bank 









Chairman of the Board 
& President: TADAOQ WATANABE 








Capital: ¥ 2,500,000,000 
Head Office: IMABASHI, OSAKA 
Tokyo Office MARUNOUCHI, TOKYO 







San Francisco 


Branch: 465 CALIFORNIA STREET, 


SAN FRANCISCO 
a complete network of 188 nation- 
wide branches and worldwide 
correspondents 





















ce il. 
AN ASSURANCE peng 
OF SAFETY Cs. ) 
— aes 
VOLKSKAS 


asa entrusted to the Church of LIMITED 
England Building Society is quite free (Registered Commercial Bank) 


from any risk of depreciation. Substantial 


INU 


i 


Head Office: Pretoria, 
South Africa 


mortgage holdings, carefully selected and 
judiciously distributed, afford an exceptional 





degree of security to investors and depositors, | STATEMENT or CONDITION 


while an attractive, regular return without | 30th SEPTEMBER, 1954 





liability to income tax is assured. | 
| ASSETS 
Paid-up £25 shares are issued at any time, | Cash and Balance with 
to the maximum individual holding of | S.A. Reserve Bank . . £5,724,681 
£5,000. Interest payable half-yearly on | National Finance Corpor- 
31st May and 30th November. ation of S.A. Deposit 


SHARE (WTEREST 22% | oom. sh, dl UE 
DEPOSIT INTEREST 2% | Union Government Stock 8,621,175 
| Other Investments . ; 1,025,667 
Income tax paid by the Society ! Overdrafts and Discounts 
ASSETS £8,500,000 | less provisions. . . 26,524,988 
Bank Premises and Equip- 
RESERVES £410,000 | peti isnvua:° 


A copy of the latest balance sheet, with form of | Other Assets. . 2,144,778 


application, will be sent on request ) 
£47,396,470 


CHURCH OF ENGLAND. ae 
BUILDING SOCIETY | Deposits . ,; : page 


General Reserve 











; | ? 
6 & 7, New Bridge Street, London, E.C.4 | Notes in Circulation 55,133 
Teleptone: CEN 8455 Incorporated 1882 Other Liabilities 2,354,394 
DIRECTORATE. | Share Capital : 
CHAIRMAN: J. Gordon, Rbwortly, F.R.1.C.S., F.A1., | Asshoctecd 
DEPUTY CHAIRMAN: S. Vvyvian Hicks, P.P.R.I.C.S. | and Issued 
F.AJT | 
AL, | 7 
B. Christian Briant, M.B.E., M.A., F.R.ICS., FAL | 2,500,000 
Charles Geen H. Pearce Gould . 000 
Elliott W. Jackson, L.R.1.B.A. Paid Up . ; : : 2,500, 
Geoffrey G. Rogers, T.D., F.R.I.C.S., F.A.l. 
£47,396,470 





SECRETARY: William Cook, F.B.S. 


ASSISTANT SECRETARY : James Groves, F.B.S. 
London Agents: 


Regional Offices: | LLOYDS ‘BANK LIMITED 
BOURNEMOUTH, 1149 Christchurch Road, Boscombe New York Agents: 
TUNBRIDGE WELLS, 47 London Road CHEMICAL CORN & EXCHANGE BANK 
NOTTINGHAM, 13 Park Row 
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THE ROYAL BANK OF SCOTLAND 


INCORPORATED BY ROYAL CHARTER 1727 


HEAD OFFICE: ST. ANDREW SQUARE, EDINBURGH 


LONDON OFFICES : 





Chief London City Office: 
3 Bishopsgate, E.C.2 
Other Offices in London: 
8 West Smithfield, E.C.1 
49 Charing Cross, $.W.1 
Burlington Gardens, W.| 


ASSOCIATED BANKS : 


GLYN, MILLS & CO. 
WILLIAMS DEACON’S 





64 New Bond Street, W.! BANK LTD. 
BRANCHES THROUGHOUT SCOTLAND CORRESPONDENTS THROUGHOUT THE WORLD 


COMPLETE BANKING FACILITIES 





G ¥ 
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KANSALLIS-OSAKE-PANKKI 


offers complete banking 


service for your business in 


FINLAND 


Established 1889 Head office 


HELSINKI 


243 Branches throughout Finland 





Telegraphic Address: KANSALLISPANKKI 
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Spanning 
the East 


Branches of The Chartered 

Bank of India, Australia and 

China under British management 

directed from London are 

established in most centres of 
commercial importance throughout 

Southern and South Eastern Asia and 

the Far East. At all these branches a 
complete banking service is available 

and, in particular, facilities are provided 

for the financing of international trade in 
co-operation with the Bank’s offices in 
London, Manchester and Liverpool, its 
agencies in New York and Hamburg and a 
world-wide range of banking correspondents. 
In London and Singapore the Bank is 
prepared to act as executor or trustee. 


THE CHARTERED BANK OF INDIA, 
AUSTRALIA AND CHINA 


(Incorporated 57 Royal Charter, 1853) 


Head Office: 
38 Bishopsgate, London, E.C.2 














BANCO DI ROMA 


HEAD OFF:CE: ROME 
ESTABLISHED 1880 


PAID UP CAPITAL and RESERVE 
L.2,400,000,000 





REPRESENTATIVE OFFICE IN LONDON 
8, GREAT WINCHESTER STREET, E.C, 2 























Money and Banking 











OXFORD STUDIES IN 
AFRICAN AFFAIRS 


in British 
Colonial Africa 


A Study of the Monetary and 
Banking Systems of Eight British 
African Territories by W. T. 
NEWLYN and D. C. ROWAN 


This book is designed to close the gap 
in the literature at present available 
on colonial monetary and banking 
arrangements. 30s. net 


OXFORD UNIVERSITY PRESS 
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b he Grundig Stenorette is the most 
efficient and by far the lowest priced 
dictating machine ever developed. 

It is the greatest office time and work saver 
since the typewriter. It makes office work 
easier ——increases the typist’s output by 
40 per cent. and more. 

You can dictate at your own convenience and, 
at the same time, relieve your secretary from 
taking notes, so that she can always be ahead 
of schedule with her work. 

The Stenorette weighs only 12} Ibs. It can be 
carried with you wherever you go. The 
lightweight spools can be easily posted for 
transcription. 


ASK FOR DEMONSTRATION 


by your local Radio or Office Equipment 
dealer. The Stenorette takes 25 minutes’ 
continuous dictation. Push button Controls, 
‘*Stop”’ and ‘*Start’’ switches on the machine 
and on the microphone ; illuminated pointer 
tells how far dictation has run. Back spacing 
for correction or re-phrasing. 





GRUNDIG 





DICTATING MACHINE 


35 GNS. (With Tape Spool and Dust Cover). 
Dictating outfit, Microphone and Dictating Pads, 
6 gns. Transcription Outfit, of Single Earphone 
and Foot Switch with Back Spacing, 6 gns. 
Available through authorised retailers only. 


WRITE FOR ILLUSTRATED BROCHURE 
GRUNDIG (Gt. Britain), LTD. 
Kidbrooke Park Road 
London, S.E.3 


(Electronics Division, Gas Purification & Chemical Co., Ltd.) 





EN 


( 
\ \ 
THE BANK 
\ 
) OF BARODA Lt. \ 
\ cordially invites Manufacturers and \ 
Merchants interested in trading with 
\ India and British East Africa to \ 
correspond with its Foreign Depart- ‘ 
: ments, and offers the services of \ 
4 . 
N NDIA 
\ OFFICES IN INY 
\ mpala an 5 
\ Offices in Mombasa, Ka \ 
' \ 
\ ’ 
NX FOREIGN BANKING BUSINESS OF \\ 
\) EVERY DESCRIPTION TRANSACTED ‘ 
Q EXECUTORSHIPS AND \ 
\ TRUSTEESHIPS ACCEPTED | 
\ Capital Subscribed - Rs.20,000,000 
) Capital Paid-up - - Rs.10,000,000 ’ 
Reserves- - - - Rs.12,800,000 
\ eituarng 
Head Office: BARODA . 
Bombay Office: Apollo Street, Fort Y 
\ MATHEW S. D’SOUZA, \ 
\ Genzral Manager \ 
PO I <<a LM LM LM A LM LM Le LM Le ee 














3.8.4 


xxvi 











For an International Banking 
and 
Financial Service 


Cone 


BROWN 



































SHIPLEY 
























¢ Co Limited 
BANKERS 


WEST END 
OFFICE 


HEAD OFFICE : 
123 Pall Mall, 
S.W.! 


Founders Court. 
lothbury, E.C.2 
Telephone : 


MO. .o6 os Telephone : 


WHiltehall 772! 


FOUNDED 
i810 


‘www 








Oe ee ee ee ee Se ee ee eee ee ee eee eee ee 





2 ~€£z§8 F |; ; i’ 





Ay a OOOO ARO Coe 





“That sounds 
like the e. 
Legal & General’), og 






“RIGHT FIRST TIME — 
Why is it they always come to 
mind when Life Assurance is 
mentioned ?” 


“‘ That’s not easy to explain, but through 
the years they have built up a great tradition 
for service .. . and a very personal service at that.” 


‘“ How do you mean? ...I1know they are a friendly 
office but...” 







‘Well, they really do advise on 
Life Assurance matters—and you 
feel at once that they are taking 
a personal interest in your own 
particular problem.”’ 


“t 02 ..:46 2 @& 
common bond. Now I 
begin to understand why 
uw they've made so many 
§), friends for Life.” 


il bal REP a ee ae a REA AE AR AE ae a ae a ee ae 
| cree ik th Je hk fake fe oho af off ofe-o oihe ait he hs. 


| LEGAL & GENERAL L | 

i ASSURANCE SOCIETY LTD 

: CHIEF ADMINISTRATION: 188 FLEET STREET, LONDON, E.C.4 : 
Telephone: CHAncery 4444 

aS Best dk she dk shoe sede ee oe ee oe Pater: 
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THE 


UNITED COMMERCIAL BANK 


LIMITED 


(Incorporated in India. Liability of Members is limited) 
Head Office: 
2 ROYAL EXCHANGE PLACE, CALCUTTA 


London Office: 15 THROGMORTON AVENUE, LONDON, E.C.2. 


~ 
G. D. BIRLA, Esq., Chairman 
AUTHORISED CAPITAL ............ Rs. 80,090,000 
SUBSCRIBED CAPITAL ............ Rs. 40,000,000 
PANDA CAPTIPAL .................. Rs. 20,000,000 
RESERVE FUND ............ a se Rs. 8,000,000 
6 


With over 90 Branches at the leading centres of Industry and Commerce in [ndia, Pakistan, 
Malaya and Burma, The United Commercial Bank is well equipped to serve Banks, 
Commercial Institutions and individuals carrying on business with India or intending to 


open connections with that country. B. T. THAKUR, General Manager 
































The 


Union Discount Company 
of London Ltd. 


(ESTABLISHED 1885) 


CAPITAL & RESERVES - £8,000,000 


TREASURY, BANK AND FIRST-CLASS TRADE BILLS DISCOUNTED. 
MONEY RECEIVED ON DEPOSIT. 


39 CORNHILL, LONDON, E.C.3 
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SAVE YOUR SIGHT-BY BETTER LIGHT 


It would be difficult to exaggerate the importance of good 
lighting in every field, both for clear and comfortable vision 
and the preservation of good eyesight. For this reason we 
have always recommended the type of lighting that is glare- 
less, shadowless and evenly diffused throughout, and the 
G.V.D. SYSTEM provides this in the most efficient, effective 
and economical manner, using the minimum of equipment 
necessary for the purpose. 





How often does one hear the remark, “‘ Have you seen 
the lighting at so-and-so’s?”” and only too often that is all | 
one does see, namely the light fittings and a lot of glare, 7 
rather than the objects which are supposed to be illuminated. 








It should be remembered that, just as the 
purpose of a window is both to light and to 
ventilate a room, so the purpose of a light- 
ing fitting is solely to light the room, with 
the object of enabling us to see everything 
in it clearly and comfortably. 


This is what G.V.D. stands for, and the 
joy and comfort of really good lighting of 
this kind must be experienced to be believed. 





WE NEITHER USE NOR RECOMMEND FLUORESCENT 
LIGHTING 


nor the very high intensities so prevalent today. In this connection it is not without 
sisnificance that, according to a recent report of the Ministry of Health, nearly 
27,000,000 pairs of glasses were supplied during the first five years’ work of the National 
Health Service. 


The fitting illustrated is just one example of a simple application of the G.V.D. 
SYSTEM, and is proving the most efficient, effective and economical on the market. 
It enables one to sit and read or work in perfect comfort in any corner of the room. 


The following are a few of the well-known concerns 
who are users of the G.V.D. LIGHTING SYSTEM: 


War Office: Ministry of Works: Air Ministry: London Chamber of Commerce: Queen’s Chapel of the Savoy: Shell-Mex 
and B.P. Ltd.: D. Napier and Son, Ltd.: Express Dairy Co., Ltd.: Magdalene College, Cambridge: Ridley Hall, Cambridge: 
Painter Bros., Ltd.: Anglo-lranian Oil Co., Ltd.: Coal Utilisation Council: Magnesium Elektron, Ltd.: Legal and General 
Assurance Society, Ltd.: London County Council (County Hall): the new Birkbeck College: Tootal Broadhurst Lee Co., 
Ltd.: Firth Brown Tools, Ltd.: Imperial Chemical Industries, Ltd.: Cheltenham College: Hereford Cathedral School: 
W. H. Jones and Co. (London), Ltd.: Faber and Faber, Ltd.: Parsons Engineering Co., Ltd.: John Summers and Sons, 
Ltd.: H. Samuel, Ltd.: Saqui and Lawrence, Ltd.: De Havilland Aircraft Co., Ltd.: Cerebos, Ltd.: Cunard House, Ltd.: 
Thames Steam Tug and Lighterage Co., Ltd.: London Fruit Exchange: Jonathan Cape, Ltd.: The Publishers Association: 
The Institute of Physics: The Institution of Naval Architects: The London Health Centre: The New Health Club: The 
London Clinic: Thos. Firth and John Brown, Ltd.: Richard Thomas and Baldwins, Ltd.: The Waliboard Merchants 
Association: Susan Small, Ltd.: Cope’s Taverns, Ltd.: The Potter Drug and Chemical Corporation (Cuticura): The 
English Speaking Union: Wolfe and Hollander, Ltd.: Eucry!, Ltd.: Polygon Hotel, Southampton: Phaidon Press, Ltd.: 
John |. Thornycroft and Co., Ltd.: lvanovic and Co., Ltd.: Sharp and Dohme, Ltd.: Rosehaugh Co., Ltd.: British Electricity 
Authority: Museum of Antiquities, Amman: St. Andrew's Church, Sheffield: Wimbledon Spiritualist Church: The famous 
Crypt of St. Martin-in-the-Fields: Reading University: The Administrative Staff College: White's Club: The Incorporated 
Institute of British Decorators and Interior Designers: Sherborne School for Girls: The Hastings Public Library: The 
Finsbury Public Library: The Llandudno Public Library: The East Anglian Girls’ School: Carmel College: The Hillel 
Foundation: and the Bank of England Printing Works. 


For further particulars, please apply to:— 


G.V.D. ILLUMINATORS 


29b TORRINGTON SQUARE, LONDON, W.C.I + Telephone MUSeum 1857 
































ESTD. 1829 





DISTRICT 
BANK 


LIMITED 


EVERY BANKING 
FACILITY 


HEAD OFFICE: 
SPRING GARDENS, MANCHESTER, 2 


PRINCIPAL LONDON OFFICE: 
75, CORNHILL, E.C.3 









































THE 


BANKER 


THE BANKER January, 1955 NUMBER 348 : VOLUME 104 
WILFRED KING, Editor CONTENTS PACE 
Published by pet . Nie 
THE BANKER LIMITED Frontispiece : Mr. Fr. S. Beale aia XXXII 
Editorial Office: A Banker’s Diary a - ay a oe 
22 RYDER STREET, ST. JAMES’S, y 
LONDON, S.W.r. Should Bank Rate be Raised ? ie 2 "7 
Advertisement Office : M: . 9 . 
11 POULTRY, LONDON, E.C.s. A Marshall Plan for Asia? .. ae eer” 
Publishing Office : Who Pays for Pensions ? oe a ae. 
72 COLEMAN STREET, By Leo T. Little 
LONDON, E.C.z. r th Afr he C 
Subsite: > iiaallitien South Africa at . e Crossroads Bs hig 
Telegrams : Bankroy, Ave, London By B. b P. Woods 
Cables : Bankroy, London . P 
, ” . Sweden’s Money Muddle __.... x a a 
* Y e vy ‘ 
By a Special Correspondent 
THE SUBSCRIPTION RATES POST 9 tee Ce ees 
yeas TO ANY PART OF THE Strains on Business Liquidity m? ees | 
WORLD ARE :— Security of Tenure for ‘Tenants és vo | 
TWELVE MONTHS....... {1 10 Oo By T. ¥. Sophian 
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THROUGHOUT THE WORLD... as in Britain 


AUSTRALIA, vas: homeland of 
9,000,000 of our cousins, is the world’ 
most abundant source of wool. 
Livestock raising, dairy farming, agricultur 
and mining — Australia’s other great 
and ever-growing industries, steadily enrich 
a young progressive nation and 
contribute mightily to the strength of the 
Commonwealth. 
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Plan for Linoleum for good looks and long life 


We present Linoleum in action, at the Bond Street 
offices of K.L.M-Royal Dutch Airlines, in London. 
Notice how skilfully the architect has selected from 
linoleum’s wide range a contemporary pattern muted 
in tone to accentuate his decorative theme. But 
good looks and versatility are only half the story. 


Acknowledgements to K.L.M-Royal Dutch Airlines : ' 
Architect: J. Stroud Foster, A.R.I.B.A. Linoleum, more successfully than any other modern 


Linoleun 


| i | 
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Installation : Cellulin Flooring Co. Lt flooring, provides long life and resistance to wear, 


ic, coupled with quietness of tread, which a busy 


office demands. 


FOR LONGEST WEAR EVERYWHERE 


NOLEUWM 


“THELMA” stands for The Linoleum Manufacturers’ Association, i27 Victoria Street, London, S.W.1. 


For further information write to the Association or to any of the following members : 






BARRY OSTLERE & SHEPHERD LTD., KIRKCALDY - DUNDEE LINOLEUM CO, LTD,, DUNDEE - LINOLEUM MANUFACTURING CO, LTD., 


6 OLD BAILEY, LONDON, €.C.4 + MICHAEL NAIRN & CO. LTD,, KIRKCALDY +» NORTH BRITISH LINOLEUM CO, LTD., DUNDEE 


SCOTTISH CO-OPERATIVE WHOLESALE SOCIETY LTD., FALKLAND, FIFE ° JAS, WILLIAMSON & SON LTD,, LANCASTER 
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A Banker’s Diary 





IT now appears that September will turn out to have been the only month in 
the second half of 1954 in which the sterling area did not lose gold. Yet there 
are no signs that this was caused by any long-term deteriora- 
Gold Loss_ tion in the balance of payments. In July and August the 
in outflow was more than accounted for by special repayments, 
Perspective detailed in our usual table on page 64, that have strengthened 
Britain’s capital account; throughout the autumn the current 
balance was adversely affected by the heavy buy ing of dollar commodities 
by Britain that is normal in this season; and in December, the figures for which 
are expected shortly after the publication of this issue of THE BANKER, Britain 
made the fourth successive annual payment for the service of the U nited States 
and Canadian post-war loans, totalling $179.5 millions, as well as the quarterly 
instalment of $7.5 millions on the Canadian loan of 1942. There has, more- 
over, been yet a further and less calculable influence that has blurred the 
sterling area’s true achievement in its dollar accounts in these past months— 
the October dock strike. 

That strike was certainly responsible for a good part of the gold loss of 
$11 millions suffered in November. When account has been taken of the 
$14 millions received during the month in defence aid, the net dollar deficit 
comes out at $25 millions, of which $7 millions represents the gold settlement 
of the sterling area’s October surplus with the European Payments Union. 
The November surplus with E.P.U. fell to £2 millions, settled in gold to the 
extent of $2.8 millions last month. Since seasonal purchases of cotton, tobacco 
and other dollar commodities have this year been felt later than is usual, these 
results need give no cause for disappointment. The provisional trade returns 
for October and November confirm that movements of imports and exports in 
these two months were highly distorted by the special influences. In October 
the impact of the dock strike was felt mainly on imports, so that the excess of 
imports over exports was narrowed to the unusually low level of £4.1 millions; 
whilst in November the exceptional amount of unloading and the time it con- 
sumed before ships could be re-loaded brought imports up by {105 millions to 
£333-.8 millions, the highest monthly figure for three years, and reduced exports 
by £25 millions to {196.5 millions, the lowest figure yet recorded in 1954. The 
upshot was that whereas in the first nine months of 1954 the excess of imports 
over exports was running at over 20 per cent. below that incurred in the first 
three quarters of 1953, in October and November combined the visible trade 
gap jumped to a monthly average of {68 millions, nearly twice as large as the 
deficit in the corresponding months of 1953. 

Given these influences, the continued failure of sterling to recover from its 
seasonal weakness has caused no marked surprise. The spot dollar rate in 
London dropped to a new two-year low point of $2.783 early last month, and 
later staged only a small recovery, continuing to bump along at something 
under $2.79. It has been officially stated that there has been no evidence of 
any significant withdrawals of funds. 
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A small sign that the authorities are not unduly worried over sterling’s 
present phase of weakness may be seen in a minor but useful relaxation in 
exchange control made by the Bank of England last month. As from January 
10, international dealings in securities will be eased in three ways. The list of 
institutions that may act as “ authorized depositaries ’’ of the bearer and foreign 
currency securities owned by U.K. residents to prevent their export is to be 
greatly extended, to include brokers and solicitors as well as banks. Secondly, 
the present declarations in connection with the transfer of securities will no 
longer be required on behalf of both the transferor and the transferee, provided 
the authorized depositary handling the transaction is satisfied that the regula- 
tioris, which seek to ensure that neither of the parties is acting on behalf of a 
resident outside the sterling area, are being observed. Finally, the specific 
licences at present required by residents dealing in securities abroad and by 
non-residents dealing in sterling securities will for the most part no longer be 
needed. These relaxations, which are unlikely to involve any significant loss 
of foreign currency, constitute a further important simplification of Britain’s 
loosening fabric of exchang>2 control, 


OnE interesting by-product of the past month’s dearer money scare, discussed 
in our opening article, has provided the first overt sign that the clearing banks 
are revising their ideas about how to settle, in conditions of 

Money Rates flexible money, their short money charges, and conceivably 
on the Move their deposit allowances too, which are traditionally and by 
agreement fixed in relation to Bank rate. One at least of the 

propositions argued in these columns a few months ago, that it was anomalous 
that the minimum short money rate and the deposit allowance should stand at 
the same level, which was not the traditional relationship, seems to have 
commanded a good deal of support. Not all the banks, perhaps, would formally 
support the further proposition that it is desirable—both in their own interests 
and:in that of promoting the most effective mechanism for central banking 


control—that the proportion of money covered by these rate agreements and | 
lent (or received) at minimum rates should diminish, so as to widen the area | 
of effective flexibility. But circumstances seem already to be producing this | 
trend in practice, and are likewise bringing about the third change that was — 


recently advocated here—that money and bill rates should normally fluctuate 


much closer to Bank rate than they have done in these past three years of | 


progress towards flexibility. 


These tendencies had shown themselves in some degree even before the rise , 
in the Treasury bill rate, and did, indeed, play some part in producing that rise. | 


Some banks, feeling themselves constricted by the short money rate agreement 
—and preferring not to press for any revision of the relationship until the 
next change in Bank rate—elected to switch portions of their short money, 
including some “‘good”’ money that is not usually called, into bills. Others 
‘seem to have employed the same device to enable them later to return these 
funds in the form of floating money that would command a variable rate, 
usually above the basic minimum. After the third rise in the Treasury bill rate 
the temptation to make such changes became very strong. It proved too much 
“for-ene of the Big Five banks—one that had been at disadvantage because of 
its practice of lending all its short money in a form that the market regarded 
as “‘regular’’ money, and therefore never subject to any rate above the 
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s | minimum. Arguing that it was no less entitled to protect itself against the 
n § risk of a higher Bank rate than was the market, this bank informed the dis- 
y | count houses that it would call roughly one-third of its money, but was pre- 
yf : pared to re-lend it at } per cent. above the minimum, i.e., at 14 per cent. 
n | In the event, this blow struck for greater flexibility missed its mark. The 
e | market retorted that, if “‘ regular ’’ money was worth 14 per cent., it could no 
f, longer be bound by the informal understanding that it would not offer more for 
0 deposits (from non-banking customers) than the 1} per cent. that the clearing 
d = banks allowed to their customers (and were expected likewise to observe as 
\- their charge for all ‘“‘ good ’’ money lent to the market). And since the other 
a clearing banks were not prepared to see this agreement collapse, the money 
ic | rate manoeuvre had to be reversed. It has, however, revealed very clearly the 
y — stresses under which the present rate agreements are labouring, and has 
ve | drawn attention to the need for change. Quite plainly, the whole rate pattern 
ss | is on the move. 
’s | 

THE curve of credit absorption by the private sector of the economy is now 

steepening sharply. The latest monthly figures of the clearing banks were 
d | dominated by the expansion of advances, which rose by nearly 
cS | Mounting {£35 millions in the four weeks to November 17, although in that 
of F Advances period the British Electricity Authority received £30 millions 
ly § from the final call on its market loan. And the quarterly 
yy | classified figures of advances made in Great Britain by all members of the 
1e | British Bankers’ Association showed that total advances excluding the public 


1s | utilities rose in the three months to November by more than in any previous 
at | quarter since the ‘‘new’”’ monetary policy imposed its check in 1952. The 
ve | coincidence of these heavy demands with the boom in new issues raises some 
ly | intriguing questions about the future of business liquidity; these questions are 


ts — discussed in a special article on page 35. The rise in advances plainly owed a 
1g 
id © . November 17, Change on 
. i 1954 Month Year 
ca § £m. £m. £m. 
us # Deposits 4 ‘4 i 6683.9 + 74.4 + 265.3 
aS : “Net ”’ Deposits* .. -. Ggaa.9 - + 58.0 + 239.0 
a 2 /0 
te : Liquid Assets ate ia és 2286.6 (34.2) + 27.9 - 57.4 
of | Cash... ee a os 534-3 (8.0) + 2.3 + 13.9 
Call Money .. ‘4 as 452.0 (6.8) + 14.8 - 17.3 
Treasury Bills .. én ‘4 1217.6 (78.2) + 5.2 - 8.2 
SE § Other Bills .. ae oa 82.7 (1.2) - 0.4 + 27.9 
se. 
nt Investments and Advances .. - 4222.6 (63.2) + 35.0 + 301.5 
3 Investments .. - ‘a 2363.9 (35.4) + 0.2 + 118.4 
he ; Advances ns .. 1858.7 (27.8) + 34.8 + 182.6 
YY, & * After deducting items in course of collection. f Ratio of assets to published deposits. 
TS 


se § good deal—though not, so far as the figures reveal it, as much as some observers 
te, = had expected—to the prevailing activity in hire-purchase business. As our 
ite | usual table on page 63 shows, the category of advances that is affected by credit 
ch granted directly to finance houses (the “ other financial ”’ group) rose during 
of) the quarter by £9 millions, while the biggest rise shown by any category was 
ed® the {194 millions for retail trade. Food, drink and tobacco absorbed an 
he additional £16 millions, a mainly seasonal demand. 














THE BANKER 





Over the four weeks to mid-November net deposits of the clearing banks 
again rose faster than in the similar period of 1953—by £58 millions, compared 
with £38 millions—an acceleration that was partly due to an increase in the 
credit demands of the central government, which apparently absorbed about 
£25 millions. In the Exchequer accounting period most nearly aligned to 
that of the banking figures, the Government enjoyed a large net surplus on 
its current domestic finances (after allowing for net receipts from ‘“‘ small ”’ 
savings and tax certificates, and for the rise in the note circulation). But during 
the period it had to finance the redemption of the {122 millions of unconverted 
Serial Funding stock (of which nearly one half probably remained in private 
hands), and was doubtless also a substantial buyer of the 2} per cent. Exchequer 
Stock in preparation for the conversion offer announced at the end of the 
month. This operation, the wider implications of which are discussed in our 
opening article, took the form of an offer to exchange at par into a new 2 per 
cent. Exchequer stock, 1960, or into a further tranche of the existing 3 per cent. 
Funding Stock, 1966-68. In the event, £448 millions was converted into the 
2 per cent. and £202 millions into the 3 per cent. stock, leaving only £84 millions 
of the 2} per cent. stock to be repaid in mid-February. The authorities 
themselves, however, participated heavily in this operation, and probably 
took the whole of the longer stock—since a sudden jolt to the market made the 
existing tranche more attractive than the conversion terms. 


AN article by Mr. Edward Nevin on page 46 of this issue deduces, by calcu- 
lation, some interesting facts about “‘tap’’ Treasury bills—notably their 
average life and the average rate paid on them—and 

Who Hoids incidentally draws attention to a little-known change that 
“Tap ” Bills ? was made in the system as a result of the swing towards 
orthodoxy in monetary policy in 1951. The change is of 

such importance, and has so largely escaped attention (principally because it 
was regarded as confidential at the time it occurred), that it is desirable to 
supplement Mr. Nevin’s references to it. Early in 1952 the British monetary 
authorities—presumably after consultation with those overseas authorities 
and institutions that were then holding their sterling balances partly in the 
form of tap bills—decided to terminate this special arrangement, so that in 
future these overseas funds, if held in Treasury bills, would compete in the 
ordinary way for tender bills. The change may have been related to the fact 
that a large slice of the overseas holdings of (tap) bills had been funded by 
the £1,000 millions issues of serial funding stocks in the previous November; 
but there is no doubt that the main purpose was to restore normal working 
to the Treasury bill market and promote its flexibility—and, incidentally, 





doubtless to give the overseas authorities maximum chance to profit from any 


rise in the tender rate. 
The change began in mid-February, 1952, when the weekly tender offering 
was stepped up from £170 millions to {190 millions—it later rose by further 


steps to {240 millions by mid-May—to provide an increased supply of tender © 


bills so that the switch could proceed. There is no means of calculating 
precisely how large a volume of funds was thus displaced from tap bills, but 
in these three months the total of outstanding tap bills ran down from £2,037 
millions to {1,477 millions (on May 24, 1952)—easily its lowest level since the 
very month, July, 1941, in which the overseas participation had first occurred. 
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The outstanding tender issue rose simultaneously from {2,130 millions to 
{2,690 millions. At this time there were a number of important cross-currents 
affecting tap bills—the nervousness about sterling and then the gradual 
return of confidence, and the probability that the acute weakness of gilt-edged 
involved the “‘ departments ”’ in net purchases. But there is no doubt at all 
that the switch of overseas sterling holdings accounted for the greater part of 
this movement of £560 millions. 

The new arrangement did not affect all the overseas holders simultaneously. 
The big holders apparently began to switch immediately, but tap issues were 
believed to have been continued for some of the smaller holders for some 
time. The last of these bills probably did not run off until early in 1953. 
Since then all issues of tap bills have been made, as they were before 1941, 
exclusively to agencies of the British Government. It is only very rarely, 
and in quite special circumstances, that any such bills are ever re-sold to the 
banks or the market. Now, therefore, as before the war, movements in tap 
bills can normally be regarded as affording a tolerably reliable guide to the 
two major influences playing upon them—the operations of the Exchange 
Account and “ departmental ”’ transactions in gilt-edged. 


THE dividend season of the big English banks this year holds little of the 
promise that enlivened it last year. By last October, when the Midland raised 
its final dividend for 1954, every one of the English joint-stock 
Higher banks had increased its payment above the long-stabilized 
Distributions level. The Scottish banks too have taken part in this move- 
from ment: the Royal Bank of Scotland, the Commercial Bank of 
Scots Banks Scotland and the Bank of Scotland had all raised their divi- 
dends, by I per cent., in 1953; and recently two more of them, 
the National Bank of Scotland and the British Linen Bank, announced that 
they would be paying more for 1954. This left only the Clydesdale and North 
of Scotland Bank with its payment still stabilized, but now that its parent 
company, the Midland, has come into line there are hopes that this dividend 
too may be increased, this month. The British Linen Bank increased its 
final dividend for 1954 from 8 to 10 per cent., making a total payment of 18 
per cent. for the year, against 16 per cent. previously; and the National Bank 
of Scotland raised its effective distribution by maintaining its rate of 16 per 
cent. on its consolidated stock as increased from {1,100,000 to £1,250,000 
through a capitalization of reserves last July, and thus paid the equivalent 
of 18.18 per cent. on the 1953 capital. 

The National is this month to make a further re-adjustment of capital. 
The July scheme had raised the paid-up portion of the {1 stock units from 
4s. 5d. to 5s., and it is now planned to raise this to 8s., discharging the whole of 
the remaining uncalled liability and leaving only the 12s. reserve liability. To 
this end the directors have transferred to the reserve fund £700,000 from inner 
reserves and £100,000 from the year’s profits; on January 17 all but £50,000 of 
these additions to reserve will be capitalized so as to raise the paid-up consoli- 
dated stock to {2 millions. It is announced that this further capital change will 
not alter the effective distribution for 1955. 

A similar capital adjustment was recently announced by the Commercial 
Bank of Scotland. The paid-up portion of the {1 ‘‘ A” shares is to be raised 
from 6s. to 10s. by capitalizing £650,000 transferred from revenue reserves and 
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£750,000 from capital reserves, raising the total issued ‘‘ A”’ capital to £34 
millions. The dividend for 1954 on the “‘ A ”’ shares, payable on the old capital 
only, has been raised from 16 to 17 per cent.; and the directors state that they 
expect the amount distributed in 1955 to be “ not less than *’ that paid for 1954 
(i.e.,.a minimum equivalent to 10.2 per cent. on the new capital). The rate 
now paid on the “‘ B ”’ shares is x0 per cent., so that the differential between the 
“A” and “‘ B”’ dividends is considerably narrowed. To safeguard the future 
rights of the “‘ B”’ shares, the directcrs propose a regulation whereby the “ B ”’ 
shares receive five twenty-sixths of the total available for distribution, up to a 


maximum of Io per cent. 


BarcLAys DCO, whose business ranges far and wide throughout the Common- 
wealth and many non-Commonwealth countries of Africa and the East besides, 
has had a fuliy successful year. In the twelve months to 

Expansion September 30 its deposits rose from £455.5 millions to 

of £493.5 millions, its advances from £157.3 millions to {183.5 
Barclays DCO millions and its net profit from £869,431 to £939,953. The 
directors have allocated £525,000 to reserves (compared 
with £450,000 in 1952-53) and have maintained the dividend at an annual rate 
of 8 per cent. Mr. Julian Crossley, the bank’s chairman, again surveys the 
diverse and progressive range of the bank’s activities in a report that is colour- 
fully unique in British banking practice. Expansion in the past year has 
extended to nearly all sections of the bank, but it has been most marked in 
South Africa. 

A good year was also enjoyed by Barclays Overseas Development Corpora- 
tion, a subsidiary of Barclays DCO. Its loans and advances rose further, from 
£5.1 millions to {5.7 millions, and its net profit increased from {£54,657 
to £72,158. The corporation’s future prospects were also improved by a streng- 
thening in its capital structure made in September, 1954 (summarized in an 
editorial note in our October issue). The Hon. Geoffrey Gibbs, the cor- 
poration’s chairman, states that it is intended to raise additional funds in 
the near future, “‘ probably by means of another note issue’. Mr. Crossley in 
turn, announces that now that the corporation’s resources are fully employed 
the time is approaching when “ we shall be justified in offering to others an 
opportunity to participate with us in future development ’’—a prospect that 
has not surprisingly been well received in the City. 




















| MONETARY POLICY IN FULL EMPLOYMENT 


In response to many requests, the series of three articles in the 
September, October and November issues of THE BANKER on the changes 
needed to get the best results from flexible money in modern conditions 
have been reprinted, and are now available as a 26-page pamphlet. 

The first two articles examined the pattern of money rates against the 
background of the classical evolution, while the third scrutinized the present 
techniques of the authorities and suggested some important changes. 


PRICE ONE SHILLING from the PUBLISHER, 72 COLEMAN STREET, 
Lonpon, E.C.z2. 
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Should Bank Rate be Raised ? 


HE City early last month suddenly talked itself into a Bank rate scare— 
or perhaps it would be more accurate to say that some journalistic dis- 
cussion plus a warning from academic circles suddenly brought to the 
boil and spilt over the markets the doubts that were already simmering here 
and there. The first wild rumour—that Bank rate would be raised forthwith— 
was utterly foolish in the conditions of the moment. But although the City 
soon realized this, and has not been torturing itself from Thursdav to Thursday, 
the belief that the drift is inexorably towards dearer money quickly grew de~p 
roots, and the associated nervousness has become more rather than less marked. 

The belief itself, aided by technical factors that are important in them- 
selves, has already made money significantly dearer. The Treasury bill rate has 
risen at four successive tenders, and by an unusually firm step on each occa- 
sion. Rather more than a couple of points has been knocked off long-dated and 
irredeemable gilt-edged stocks, and the yield on some short bonds has risen 
steeply. And industrial equities, after suffering along with gilt-edged, have 
suddenly leapt upwards to beyond the peak of early November, providing a 
scissors movement that is the classical response to fears of inflation. Plainly, a 
new and important influence has been injected into the business situation. 
There is need to ask not only why. this sudden change should have occurred but 
whether Bank rate itself ought soon to be raised. 

The argument behind the warning that touched off this alarm was not a 
novel one. It was, indeed, almost precisely the argument developed in these 
columns a month before, when we discussed the difficulty of avoiding inflation 
in a brimfull economy of I per cent. unemployment, pointed to some incipient 
stresses, and suggested that the need for restraining action by the monetary 
authorities was nearer than might have been inferred from the very mild 
warnings that had just been voiced by the Chancellor and by the Governor 
of the Bank of England.* Since then the symptoms of pressure have become 
somewhat more numerous and more pronounced, but not yet alarmingly so. 
Why, then, should the markets have taken such fright? One reason is that most 
investors, preoccupied with the signs of prosperity and with the market boom, 
had had no eyes for difficulties of any kind; and many of them were still resting 
comfortably on the assumption widely held last May—that the next move in 
Bank rate would again be downwards. The mere suggestion that all might not 
be well therefore came as a major shock—especially when dramatized (however 
unrealistically) into an appeal for an early increase in Bank rate and when 
magnified by the fact (however seasonal) of the continuing fall in sterling. 

It still has to be explained, however, why the markets, having previously 
been so indifferent to bad news such as the dock strike, should have proved so 
sensitive once the first foolish rumour had been scotched. For this there are a 
number of explanations, but the primary one is certainly the fact that pressure 
had for some time been growing unobtrusively in the markets themselves. The 





* See ‘ Knife- edge Equilibrium ”’ for the general appraisal, and “‘ Flexible Money and Full 
Employment ” for suggestions of desirable changes in monetary technique, both articles in mas 
November issue of THE BANKER.—ED. 
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autumn season of new issues, as an article on page 35 demonstrates, was 
exceptionally heavy, and the burden of calls was piling up. So long as the 
current of optimism kept new savings and liquid funds flowing into the 
markets, the pressure of sales was readily absorbed. But when the jolt to 
confidence and seasonal factors checked this flow the full force was revealed. 

It is still uncertain, as the later article points out, whether this market 
pressure was the financial manifestation of underlying inflation in the economy 
generally, or whether it was mostly caused by a temporary congestion. But 
the City, once its doubts had been aroused, became almost as prone to seek out 
and fasten upon the symptoms of wider pressure as it had formerly been to 
ignore them. It was in this sense that it talked itself into a fright; this was the 
secondary cause of its malaise. It fastened especially, and justifiably, upon the 
boom in hire-purchase. It observed shortages, or lengthenings of delivery 
dates, that had previously passed unnoticed. It discounted the seasonal element 
in sterling’s weakness. And it at last took seriously the wage pressure in basic 
industries, and the threat of a rail strike in the new year. To these sources of 
worry the market statisticians added the fact that unemployment, although 
slightly higher at the latest count (November 15), had risen less than seasonally, 
to only 263,000, or 60,000 less than at the corresponding date in 1953; and that 
whereas in the autumn of 1953 it still exceeded the “ unfilled vacancies ”’ by 
fully 30,000, this year it has fallen to almost 90,000 below them. 

Into this atmosphere of expectation of the corrective of dearer money there 
was then injected another argument for deliberate tightening. The City sud- 
denly woke up to a consideration repeatedly emphasized in these columns: that 
in this brimfull economy it may be difficult or dangerous for the Government to 
concede the tax reliefs to which people feel that prosperity entitles them, and 
that the Government itself will hope to give for electoral reasons. Upon this 
argument there was then embroidered the contention that the revival of mone- 
tary policy ought, logically, to be accompanied by a swing towards “ old- 
fashioned ”’ principles of budgeting—and an abandonment, or at least a relaxa- 
tion, of the effort to maintain a large budget surplus in times of active or 
threatened inflation. The more enthusiastic of the exponents of this theory 
conjured up the prospect of an early rise in Bank rate with the object of creating 
sufficient elbow-room to justify the Government in pursuing its presumed desire 
to launch a popular budget at all costs. 

_ The fourth element that has built up the new view of monetary trends has 
been the sharp rise in short-term money rates themselves—a rise that has been 
part opportunist, part technical, and part ‘“ natural ’’. In mid-November the 
discount market had responded to the rise in the outstanding volume of tender 
Treasury bills (a movement mainly caused by the absence of an autumn fund- 
ing operation and the financing of the cash repayment of the £122 millions of 
unconverted Serial Funding stock) by cutting its application price for new 
bills. It would certainly have made a further cut in December in any case, as 
its natural precaution against the possibility that it might be forced “ into ” 
the Bank over the turn of the year. But the prevalent talk of a higher Bank 
rate gave it the opportunity to cut the price sooner and more sharply than 
it would otherwise have done. 

An important technical factor then reinforced the trend. As a note on 
page 2 more fully explains, the banks have for some time been dissatisfied with 
the pattern of rate margins, and are obviously anxious to move in the general 
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direction advocated in these columns some months ago. But any overt change, 
which would have the effect of narrowing the abnormally wide disparity 
between Bank rate and the banks’ basic charge to the discount market for 
short money, had naturally been reserved for the moment of a change in Bank 
rate. In the meantime, the only course open to them was to manoeuvre a 
larger proportion of their short money into the floating form that commands 
rates above the minimum whenever money is tight. Some of them had been 
working quietly in this direction, and one of them a fortnight ago actually made 
an abortive attempt to raise the rate on funds regarded as “ regular ’’ money. 
Although this move was quickly retraced, the discount market pushed still 
further its own response to these manoeuvrings, to the rise in bill rates in 
New York, and to its feeling that it ought to insure itself against a growing 
risk of a rise in Bank rate. The discount rate therefore rose at five out of the 
six tenders up to December 24, from an average of {1 11s. 6.98d. to 
{1 16s. 11.56d. per cent., easily its highest level since Bank rate came down to 
3 per cent. last May. The margin of Bank rate’s “ ineffectiveness ’’, though 
still wide, is significantly narrower than it was. 

This sustained movement naturally reinforced the wider fears, since many 
people supposed it to have been officially engineered; and they thereupon 
argued further that the inflation danger must have been even greater than 
they themselves had assumed. But, whatever steps the authorities might (or 
might not) have otherwise taken by now, it is certain that at end-November 
they had no significant new initiative in mind. The terms then announced of 
the delayed conversion operation, to deal with the £734 millions of 2} per cent. 
Exchequer Stock due in mid-February, proved that conclusively. The offering 
of a short and a medium stock instead of the longer stock that would have 
matched earlier tactics, the pitching of the terms at the market level, and the 
omission of any further offering for cash—these decisions all signalled clearly 
the view that no change was then thought necessary in either direction. 

If anything, indeed, the policy inclined a little towards softness, since it 
left the lately-matured residue of the 1954 Serial Funding stock, and the 
departmental purchases of the February maturity in preparation for the 
conversion and in later support of it, to be covered by new borrowings on 
floating debt—unless market conditions permitted substantial sales by the 
‘departments ’’ of other stocks. The implication, in short, was that the 
authorities were satisfied either that the success of the summer’s funding activi- 
ties had left them with some margin in hand (so that moderate further credit 
creation for floating debt finance could be tolerated), or that gilt-edged 
would keep firm enough for some time to enable the Government broker to 
sell (and thus avoid the credit creation). It was, of course, these considerations, 
all implicit in the conversion, that made the simultaneous Bank rate scare so 
absurd. Current monetary policy was harmonizing perfectly with the plea from 
the Economic Secretary to the Treasury, Mr. Reginald Maudling, that “ we 
must not allow ourselves to be frightened by success ”’. 

These considerations acquit the authorities from responsibility for launch- 
ing the rise in short-term rates. Yet the fact remains that the movement 
would not have been permitted to go so far, especially in the atmosphere 
prevailing in the gilt-edged market, if they had thought it undesirable. Does 
this mean that the comfortable view upon which they rested at end-November 
had given place to some concern by mid-December? Or does it mean that they 
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are content to let natural forces develop the necessary corrective? If so, they 
must this time be defining “‘ natural forces ’’ as compounded in high proportion 
of warnings from a few economic journalists and economists, with only a modest 
content of pressure arising spontaneously in the markets. The existence 
of a vigilant and—may we say it?—usually well-informed financial press is 
certainly a factor in monetary policy now that was never present in the same 
sense in former times (if we except the phase when Bagehot always saw further 
than the Bank). It is an intriguing thought that the financial press might 
actually be reckoned as a cog in the monetary machinery itself. 

But whether that is so or not, or justifiable or not, there is room for the 
feeling now that at end-November the authorities were dragging their feet a 
little in the march against inflation. If they are now in step with responsible 
outside opinion, though still, of course, behind the alarmists, does that mean 
that Bank rate itself is soon likely to be raised, or should be raised? To the 
signs of pressure and the political-cum-fiscal conside-ations already noted 
there can be added the fact, emphasized in these columns two months ago, 
that investment projects now seem to be multiplying significantly, and the 
economy has still to feel the weight of their expenditures. Though defence 
outlays may lag and even decline, and though housing outlays may stabilize, 
are the present mood of consumers, the boom in hire-purchase, the impending 
rises in wages (not to mention pensions) really consistent with the view that this 
fully-extended economy can cope with its necessary new business investment 
without strain? And will the Government, whatever its own desires, really be 
content to hold back a large prospective budget surplus in the new financial 
year, and give the public only meagre tax relief, or none at all? 

For all these reasons, and some others besides, it is only common prudence to 
put pressure now on the brake of monetary policy, and it might have been better 
if the pressure had been deliberately begun six weeks or so ago. But this is not 
to say that there is yet any need for sharp action. The symptoms of strain that 
are visible now would have justified a strong response if the external balance of 
payments were still in the condition of danger that beset it constantly in earlier 


years. As it is, the presumed present rate of surplus (though smaller than that . 


of the first half of last year) provides a shock-absorber that justifies the authori- 
ties in not rushing into decisive action until the need is clearly demonstrated. 
The one vital qualification that needs to be made to that judgment is that the 
external surplus must not be regarded as anything more than a shock-absorber 
—it must be no more than a means of gaining time to reach a deliberate and 
surer decision. If it is shown eventually to be under perceptible strain, then the 
stronger correctives must be firmly and quickly applied, for a substantial 
surplus must remain the target. If this condition can be taken for granted, then 
monetary policy can for the present reasonably rest upon its less obtrusive 
weapons. Provided that the bill rate and short money conditions are kept firm 
to provide a warning signal to the markets and to the banks, Bank rate for a 
while can be kept in reserve—though no one could have reasonable grounds for 
complaint if it were raised promptly. In deciding whether it need be raised 
early in the year, the authorities will have to bear in mind that in this post- 
Christmas and tax-paying season the business outlook usually tends to look 
more disinflationary than it really is. Though some public chatter may 
overrate the danger, it is vital that the authorities themselves should not 


underrate it. 
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A Marshall Plan for Asia ? 


4 SIA has loomed large in international economic projects in recent weeks. 
| A President Eisenhower is expected to present to Congress in his New Year 

messages a new and bold plan for economic aid to the East; Britain’s 
interest in Asian economic development has been sharpened by the establish- 
ment of the Industrial Credit and Investment Corporation of India, in which 
British capital is to play an important part and to manage which Mr. P. S. 
Beale has relinquished his post as Chief Cashier of the Bank of England; and 
the United Nations has now agreed to set up the long-projected International 
Finance Corporation, which is to back private investment projects throughout 
the world and will inevitably find especially large scope in the vast under- 
developed area of free Asia. These developments have indeed been projected 
for some time; but in the past few weeks the pace has quickened sufficiently to 
make their translation into action a foreseeable reality. That is especially 
welcome for two reasons: first, because the pattern of life that the Asian 
nations elect to follow, which is of such critical importance for the balance 
of power in the cold war, may hinge upon the extent to which the West aids 
(and guides) them in their economic development; and secondly, because the 
forms that the intended participation is taking should, by the test of past 
experience, be basically sound. The emphasis is unlikely to be put upon any 
grandiose and dramatic scheme, but rather upon the encouragement—material 
encouragement—of projects judged to be economic by the private investor: : 
Economic co-operation and participation rather than economic aid of itself is 
the keynote of the new schemes. 

In quantity, needless to say, the major réle will probably be played by the 
United States. The precise character of the American commitment in Asia 
and its actual magnitude are, however, still under consideration. Within the 
Administration there are two schools of thought. One has its eyes on the 
budget and the Administration’s standing with taxpayers, and hence wants» 
to keep the amount of assistance tu the minimum; it is led, as might be 
expected, by the Secretary to the Treasury, Mr. Humphrey. He is opposed 
by a more ambitious group led by Mr. Harold Stassen, Director of the Foreign 
Operations Administration; and all the indications from Washington suggest 
that it is Mr. Stassen who will gain the day. But it is clear from the echoes 
of strife and battle within the Republican Party that the Administration as a 
whole—and this includes the Humphrey group—has broken with the Party 
extremists who want to pursue the Communist witch-hunt at home, a la 
McCarthy, and warm up the cold war in Asia, @ Ja Knowland. Instead, the 
White House means to stem the Communist advance in the poor countries of 
Asia by increasing the flow of American capital investment and technical aid. 

How shall this great operation be conducted? The United States can 
still not draw on any great experience in overseas investment, and many 
American instincts will yearn to have it done on as spectacular a scale as 
pcessible and in a well-defined political context. The magic of big figures, the 
predilection for quick results, the innate impatience of the American, would 
all tend to make for an all-embracing and still grandiose approach. This is 
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an attitude that spells danger. It tends all too easily to create expectations 
that are subsequently disappointed. It awakens suspicions of dollar im- 
perialism that are all too easily fanned into flames by hostile propagandists. 
And its slur may be spread over the plans and the achievements of other 
countries. From some of the recent comments on this theme of aid to Asia 
by the United States it might be inferred that virgin soil was being ploughed, 
that other countries had been wholly inactive in the field the United States 
now proposes to enter. The achievements of private investors in Britain are 
discounted or even ignored; the Colombo Plan might, for all the attention it 
receives in certain American quarters, have never been formulated. For- 
tunately, there are some hopeful indications that those who take up such 
attitudes will not carry the day and that the pattern of American aid to Asia 
will be more realistic and more constructive than some of the preliminary 
overtures in Washington and New York might suggest. 


CHANNELS OF U.S. AID 

What is beginning to appear is the prospect of a three-tier apparatus of 
economic assistance from the United States to Asia. In the first place there 
will be some outright grants representing both military and civilian aid. 
These will be financed direct from the United States budget and will be 
channelled through Mr. Harold Stassen’s Foreign Operations Administration. 
Secondly, there will be further loans to Asian governments, made for the 
most part through the International Bank for Reconstruction and Develop- 
ment. The bank has already lent $232 millions in Asia and intends to con- 
tinue its good work. Thirdly, there will be an increase in direct industrial 
investment, secured in the main through the proposed new International 
Finance Corporation. A great deal of machinery has, in fact, been created to 
mobilize international capital and to use it for economic development in the 
poorer countries. 

The new institution is designed to bring renewed life into international 
investment in private projects. The decision to push ahead with the formation 
of the International Finance Corporation denotes a comparatively recent 
change of plan, which is more than probably connected with the sudden 
awakening of official American interest in the subject of increased economic 
aid to Asia. As recently as last summer there still seemed to be very little 
interest in this project within the United States Administration; and in June a 
United Nations report pointed out that ‘“‘ the prospects for securing the 
necessary capital for the Corporation have not changed during the year, in that 
the governments from which it would have to draw the greater part of its 
funds were not. at present prepared to commit themselves to subscribe 
capital ’’. This attitude has now changed. Both the United States and the 
United Kingdom have agreed to take up their respective quotas of the capital 
of ¢100 millions with which the I.F.C. is to be endowed. 

The basic function of the International Finance Corporation is to be com- 
plementary to that of the World Bank: to participate in schemes of private 
investment. The corporation is to be launched as a specialized agency of the 
United Nations; it wi! be an affiliate, not a subsidiary, of the World Bank. 
At the same time, it will be managed by the bank, sharing the same offices 
and the same common services. This is as it should be, for many reasons. 
It was under the bank’s roof that the idea of launching such an institution 
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was born. The first suggestion was made in March, 1951, for a corporation 
to be created, as an affiliate of the World Bank, that would be authorized to 
make loans to private enterprise without governmental guarantee and to 
make equity investments in participation with private investments—all of 
them forms of activity from which the bank is debarred by its Articles of 
Agreement. The proposal was the subject of considerable study by the staff 
of the bank, which issued a public report on the matter in May, 1952. This 
report envisaged that the capital of the I.F.C. would be subscribed by member 
Governments and not by the bank. The corporation would promote develop- 
ment “‘ by bringing together investment opportunities, capital (both domestic 
and foreign), an experienced management and by helping to finance private 
productive undertakings through equity investment and loans without Govern- 
ment guarantee ’. It was clearly specified that the I.F.C. would not accept 
responsibility for managing an enterprise in which it invested and would not 
hold a controlling equity interest in it. It would, moreover, attempt to 
revolve its funds as rapidly as possible by selling the securities in its portfolio. 
It would moreover withdraw from the scene as soon as conditions had been 
established in which private capital could continue to do the work on its own. 


FINANCING THE I.F.C. 

This remains broadly the form and purpose of the International Finance 
Corporation as now projected. In an official statement made towards the 
end of November the United States Treasury announced that the Adminis- 
tration would ask Congressional approval for the United States to participate 
in the scheme. According to this statement the corporation is to be an inter- 
governmental body created by agreement open to signature by any member 
of the International Bank. The initial capital will be provided by member 
countries; the total capital has been fixed at $100 millions, and the sub- 
scription of each member country will be settled in relation to its stake in 
the International Bank. This would fix the United States subscription at 
approximately $35 millions and that of the United Kingdom at around 
$144 millions, probably to be paid, as was the subscription to the World Bank, 
in part in dollars but mostly in local currency. The resources available to the 
I.F.C. will, however, be considerably greater than the subscribed capital. The 
corporation will have the right to borrow in the international capital market 
by issuing its own bonds, and it should also be able constantly to renew its 
resources by sales to private investors of securities from its portfolio. 

The U.S. Treasury announcement also made known some interesting 
details of the corporation’s functioning. The I.F.C. is to be empowered to 
hold securities on which interest will be payable only if that interest is earned. 
Its resources may also be made available to industry in the form of debentures 
convertible into stock, or equity capital, when re-purchased from the cor- 
poration by private investors. ‘‘ In that way it would operate in the area of 
venture capital without holding equity rights of control.”’ 

A more immediate, though also more regional, application of the principles 
on which the International Finance Corporation will work is to be provided 
by the recently established Industrial Credit and Investment Corporation of 
India. This new organization is interesting on many counts. In the first 
place it represents an enterprise in which private capital is to work in partner- 
ship with resources put up by the Government of India. In the second place 
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the private participation will include a number of interests in the United 
Kingdom and the United States as well as in India. Thirily the World Bank 
will also participate, and has already undertaken to ext2nd a loan of $10 
millions to the I.C.I.C.; in accordance with agreed procedure, this loan will be 
guaranteed by the Government of India. 

The primary function of this corporation is to endeavour to find means for 
the stimulation and development of private industrial enterprise in India. It 
will have an authorized capital of Rs. 25 crores—about {19 millions. There 
is to be an initial issue of Rs. 5 crores, of which Rs. 3} crores will go to various 
industrial and financial interests in India. A total of Rs. 1 crore will be 
taken up by private investors in the United Kingdom, including the Common- 
wealth Development Finance Company, a group of insurance companies, 
Eastern exchange banks and industrial firms; while the remaining Rs. 4 crore 
will be taken up by some American groups, including the Bank of America, 
the Rockefeller Brothers and the Westinghouse Electric International Com- 
pany. The participation of the Indian Government will be provided in the 
form of a deferred and interest-free loan of Rs. 7} crores. 


HoPES AND FEARS IN INDIA 


The launching of this bold venture comes at a particularly opportune 
moment, emphasizing as it does that the Government of India is still intent 
on encouraging development by private capital in its country and on inviting 
the co-operation of non-Indian interests. Fears had arisen, not entirely 
without provocation, that India might be drifting into a decidedly anti- 
capitalistic policy under the joint urge of nationalism and Gandhi-ist craft lore. 
Those fears will not, unfortunately, be entirely removed by this latest project. 
There are features in recently introduced legislation in India that suggest that 
while the Indian authorities may be extending an invitation to external 
capital through ventures of this kind, they are also repelling it by placing 
onerous obstacles in the way of the operation of non-Indian firms. This 
threat applies particularly to the age-old agency system under which British 
firms long established in India performed important functions for a large 
number of Indian enterprises, commercial and financial. They had acted as 
representatives overseas for the Indian firms, as their buying agents and, 
equally important, as their guarantors in obtaining accommodation from 
banks. Measures are now proposed that would deprive such agencies of the 
right to look after more than a comparatively small number of enterprises and 
that might gradually oust the agency system from the Indian business scene 
altogether. If these plans are realized they will clearly not provide the best 
introduction or enticement for the inflow of fresh capital. On the other 
hand, the departure of the agencies may yet be achieved with a reasonable 
measure of equity; and, in that event, the new Industrial Credit and Invest- 
ment Corporation of India might in time come to perform some of the functions 
of the departing firms, notably that of acting as go-between and guarantor 
between the smaller industrial firms and the banking institutions. 

Economic development in Asia through these native institutions will have 
the best chance of success if the institutions can harness both the capital 
resources and the investment “‘ know-how ”’ that are to be found in the 
United States and Britain respectively. There has already been much evidence 
of such Anglo-American co-operation in Asia. That evidence is fully described 
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in the third annual report of the Consultative Committee on Economic Develop- 
ment in South and South-East Asia, i.e. on the Colombo Plan, which was 
published last month. For the year to September 30, 1953, the outlay of 
capital in the public sector in the Colombo countries amounted to {£423 
millions. For the following year, 1953-54, this total had been increased by 
27 per cent., to £544 millions, whilst the plans for 1954-55 call for a further 
increase to £704 millions. For the first three years of the Colombo Plan, 
that is from 1950 to 1953, development in the public sector of the countries 
concerned has cost an estimated {1,250 millions. Of this total, about one- 
third has come by way of gifts and loans from countries outside the area. 

Most of these external funds have come from the United States and Britain, 
which have vied in friendly competition and have only occasionally crossed each 
other’s paths. Much of the United States aid has been given to countries 
that have only recently joined the Colombo area, namely, Japan, Indonesia 
and the Philippines. Some 50 per cent. of U.S. aid has been devoted to the 
basic development of natural resources, another 20 per cent. has gone to 
famine relief, whilst the greater part of the rest has been devoted to health, 
education, housing and other social projects. Amongst the most important 
individual American items of assistance under the Colombo Plan have been 
the wheat loan of $190 millions to India in 1951-52 and the equipment and 
supplies to the value of $171 millions sent to India under the scheme of tech- 
nical co-operation. Pakistan has received American assistance to the amount 
of $45.8 millions, together with a special gift during 1953-54 of 610,000 tons 
of wheat. The United States Export-Import Bank has made credits available 
to Indonesia this year to the amount of $100 millions and to the Philippines 
totalling $25 millions. 

It is in India and Pakistan that Britain and the United States find them- 
selves side by side as investors. This is most clearly illustrated by the 
agreement under which the United Kingdom released £5 millions of its capital 
subscription to the International Bank for Reconstruction and Development, 
as part of a larger loan of $31.5 millions by the bank to finance the expansion 
of steel production in India. A further release of £5 millions sterling was 
agreed as part of the World Bank’s loan to the Sui Gas Transmission Company, 
a loan that was guaranteed by the Pakistan Government. The Sui Gas 
project is also being financed to the tune of {1 million by the Commonwealth 
Development Finance Company. 


BRITAIN’ S CONTRIBUTION 


The tale of exclusively British investment in the Colombo area during the 
past year has also been impressive. Last March Ceylon successfully raised a 
loan of £5 millions on the London market. In 1953 a line of credit for {10 
millions was established in London for Pakistan to finance the import of 
capital goods from Britain and to assist food production. Sterling balances 
continue to be made available to India, Pakistan and Ceylon at the rate of 
{42 millions a year. During the year 1953-54 Britain approved grants and 
loans totalling £124 millions for development in Malaya, Singapore, Sarawak 
and North Borneo, bringing the total allotted to these territories in the last 
three years to £534 millions. In addition to this list of loans, direct invest- 
ments and credits, technical training facilities have been made available and 
research equipment supplied to the Colombo area, valued at nearly {1 million. 
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These are no mean achievements—and the fruits of the substantial amount 
of capital that has been ploughed into this area are now beginning to appear. 

These various streams of aid and investment flowing towards South and 
South-East Asia may not add up to the magnitudes or imposing facade of a 
second Marshall Plan. There can be no repetition of the dramatic events 
that so captured the imagination of the United States and Europe in 1947 
and 1948; but that is because in the case of aid to Asia the mechanism is 
“ticking over’”’ already. All that is called for is some acceleration of the 
flow of resources and a heightening of the sense of urgency. But with this 
there should be continued adherence to the principles of sound finance and 
constructive investment that have characterized the development work done 
under the aegis of the Colombo Plan and by the instrumentality of the Inter- 
national Bank for Reconstruction and Development. When the bank was 
launched Lord Keynes remarked that if it was to do its work properly it 
should be managed by “a gang of adventurers’’. If he meant by that that 
the bank should have vision enough to discern the deserts that might be 
made to flower, his advice has not altogether been disregarded; but if he 
implied that the bank should be reckless and advance its money without too 
much regard for the prospects of its ultimate repayment, he has been wholly 
and justifiably disobeyed. The shadow of default has not yet fallen over the 
bank, although it has approached ominously near to it on occasions. This 
adherence to canons of sound investment has, without any question, been of 
great benefit to the under-developed countries themselves. 

These also are the principles that must now inspire the new institutions 
that will bring industrial capital to Asia, and indeed that must permeate the 
whole plan of aid and development of which they will form a part. The 
problem will be to strike the right balance between cautious orthodoxy and 
the flamboyance and appeal to emotion that must form part of a plan of this 
kind. The plan must seize the imagination of the peoples—both in the creditor 
and in the recipient countries. Some drums must be banged and trumpets 
sounded. A sense of urgency must be created. Let it not be forgotten that 
in China a supreme effort of industrialization is being made, helped by massive 
assistance from the Communist countries and by the power of a huge popu- 
lation held willingly—so far—in the grips of Communist discipline. China 
will both set a standard and hurl a challenge to non-Communist Asia. 
Mr. Nehru is reported to have returned from his visit to China impressed by 
the momentum of industrial development but appalled at the price that is 
being exacted for it in terms of individual and political liberty. He and the 
other Asian leaders must be shown that development and prosperity do not 
require the sacrifice of freedom. They must be convinced enough of the 
readiness of the free world to.co-operate with them to undertake their own— 
and by far the more important—part of the task. External capital and technical 
assistance, essential though they are, can provide but a small part of the total 
effort that has to be made. 

Finally, the Asian countries must be convinced that no taint of imperialism 
or colonialism attaches to this inflow of aid and capital. In securing this 
assurance the international institutions, old and new, have a great and con- 
structive réle to play. However the plan may be christened, the stakes for 
which it is launched are immense; for it is probably in Asia and not in Europe 
that the issue between Communism and freedom will be decisively settled. 
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The Superannuated State 
Who Pays for Pensions? 
By Leo T. Little 


‘ HERE is a danger’’, said Mr. Aneurin Bevan in the debate last month 
Tis the House of Commons on the National Insurance Bill, “ that all 
of us are being tempted to believe that we are dealing with insurance. 
We are not dealing with insurance at all....’’ And, in rather different words, 
he was echoed by the Economist. ‘‘ Social insurance ”’, it wrote, “ as applied 
to old age pensions, is already dead.’’ Mr. Bevan and the Economist had 
different reasons for pronouncing that the system so hopefully begun by 
Lloyd George forty-three years ago had finally passed away. Mr. Bevan did 
not think insurance was the correct term when there was no fund for financing 
the pensions; when the State could arbitrarily alter them, thus destroying 
any contractual basis; when by inflating it could mulct the benefit. The 
Economist thought insurance was a misnomer when nineteen-twentieths of 
the £350 millions handed out every year to the old age pensioners was paid 
for by others, especially since the proportion was fast increasing. 
It is hardly necessary to add that the two drew very different lessons from 


. their excursions into semantics. To the Member of Parliament for Ebbw Vale 


”? 


system should 
’’ of insurance 


the conclusion was that the whole of the social ‘‘ insurance 


contributions, but also their collection, should be dropped. The Economist 


concluded that each person in the pensions part of the scheme should become 
well and truly an “insured person ’’, by being able to obtain as of right only 


_ such retirement benefit as was actuarially equivalent to the contributions— 


for the employed person, the threefold contributions, his own, his employer’s 
and the State’s small supplement—paid into his account. Mr. Bevan foresaw 
future increases in the pensions by the action of a regulator that he would like 
built into the system to adjust them upwards in inflation, clearly regarded by 
him as the normal state of the future. So that the disappearance of the 
insurance principle would be openly admitted and pensions would go up and 
up and up. On the other hand, the suggestion made by the Economist would 
mean that the older a man was when he entered the scheme five and a half 
vears ago, the smaller the part of the standard pension that he would receive 
on eventual retirement. The insurance principle would re-assert itself, but 


+ pensions would go down and down and down (though, it is fair to add, they 


would be supplemented, if the newspaper had its way, by a more generous 


' national assistance). 


What is there to be said for those who, like Mr. Bevan (whether or not 


_ they accept his terminological arguments), would have the pensions scheme 
> entirely financed out of taxation? Until this financial year the ‘‘ National 
' Insurance’ scheme as a whole has in a sense been self-financing—not in the 
» sense that those drawing pensions have themselves contributed enough in the 
' past, with interest, to meet their withdrawals; or even in the sense that, with 


' the contributions of the employers and the State supplement, and interest, 
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their own contributions have been sufficient; but in the sense that in any one 


year the contributions paid in by or on behalf of everyone in the scheme @ 
have sufficed to meet the total outgoings, of which 65 per cent. are this year 7 
for pensions. Since 1951 the State supplement for the employed has been | 


one-seventh of total contributions and was left unchanged in the new Act 
passed just before Christmas. Since the employed person and his employer 
pay the same contribution, this supplement is one-third of the employed 
person’s own contribution. For the other classes of contributors the supple- 


ment was previously one-sixth of the contributions of the non-employed and § 
about one-tenth of those of the self-employed—it is now raised to one-third § 


for each, the same proportion as it bears to the employed person’s own contri- 


bution. This State supplement, therefore, has not been and still is not enor- J 


mous—it amounted to some £70 millions in the last financial year (1953-54). 


There was a quite disproportionate discussion about it in the debate in the § 
House of Commons. Whether the proportion for the employed is one-seventh [ 
of total contributions, or, as some critics of the Bill wished, had been restored § 
to the one-fifth that held before 1951, will certainly be material in the next few § 
years, but will rapidly become less and less important after that. This is § 
because from now on the contributions, including the State supplement, will 
fall increasingly short of the annual outgoings, and willy-nilly the difference © 


will have to be made up by way of grant from the State. 


Table II gives the figures. It will be seen that, largely because of the © 
great growth in the burden of pensions—which itself is largely due to the 7 
increasing numbers retiring—it is estimated that in the coming financial year |) 
the total State subvention will be £91 millions. By 1964-65 the State sub- F 
vention will be £311 millions; by 1974-75, £464 millions; and by 1979-80, F 
£517 millions. Whatever the State supplement to contributions in the future, 7 
the grant to cover deficits is bound greatly to outweigh it. In 1964-65, for 7 
example, the State will be covering more than a third of the total benefits of 7 
£855 millions—and two-thirds of its payment will be as grant to meet the | 
deficit. On the scale of the scheme now laid down for the future by the? 
National Insurance Act of last month—a scale that is likely, however, to be a 
progressively extended—these liabilities are equivalent to an addition of no} 


less than £15,700 millions, or about three-fifths, to the National Debt. 


CASE FOR CONTRIBUTORY PRINCIPLE 
Now, say those who would finance the scheme from taxation—let it be A 
noted that the official Labour Party and the Trades Union Congress are not? 
among them—why not go the whole way along this road Why not dispense 
entirely with contributions, scrapping the unwieldy and costly ‘“ stamp- 
licking’ empire? Taxation, they argue, is progressive, graded in some 
measure by ability to pay; the contributions are regressive, because they arey 
the same amount for all, regardless of income. Poor men cannot deduct their) 
contributions from income assessed to tax, because they are not income) 
tax payers; richer men reduce their effective contributions by one-half or more? 
through the tax machine. The short pragmatic answer to all this is familiar® 
to all who are aware of the damaging economic effects of high taxation, and 
who can appreciate that the basic economic problem is to maintain the flowy 
of total savings, of which the contributions are a highly significant part.® 
A levy outside the tax system on every adult head in the community has 
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minimum disincentive effects upon industry and work, for its amount is quite 
independent of the workers’ earnings and of the employers’ profits. Though 
the employer’s contributions do vary with the number of his employees, in an 
economy dominated by the full employment mo?zf they are unlikely to affect 
the employment he offers. If on grounds of equity between economic classes 
the contributions were to be replaced by general taxation, there would be 
serious repercussions on the whole structure of production, investment and, in 
particular, saving, so that the direct benefit to the poorer citizen would be 
more than outweighed indirectly. 

Given the necessary changes in degree and emphasis, this argument holds 
also against the more moderate contention that on an increase in benefits such 
as was passed by Parliament last month the additional burden should be 


TABLE I 
FINANCES OF THE NEW PLAN 


Cost of the increase in benefits in first full year (1956-57): 





Pensions se ar 4 £80 millions 
Other benefits ee ‘a oa £32 millions 
Total .. £112 millions 
of which, additional contribution income will bear .. .. £93 millions 
and Exchequer will bear “< sa ‘ - .. £19 millions. 


Increase in weekly retirement pension, ocean benefit 
and sickness benefit for insured person ne ea wa From 32s. 6d. to 40s. 

Employee 11d. 
Employer tid. 
Exchequer 4d. 
Employee 59. 5d. 
Employer 57.2d. 
Exchequer 19.5d. 
Employee 67.5d. 
< Employer 64.5d. 
| Exchequer 22.0d. 


Increase in National Insurance contributions for employed 
man (per week).. 


‘* Actuarial contribution ’’* for National Insurance (employed 
man, per week) .. - o* : 


Revised contribution for National Insurance (employed man, 
per week) a 


* See explanation in text, page 20. 


entirely shouldered by the Exchequer. At current tax rates, ingenuity and 
energy should be turned in the general interest towards reducing the level of 
taxation. The simple expedient of “ passing the buck ’’— a buck in this 
instance is the goodly sum of {102 millions in the coming financial year, rising 
much higher in future—to the tax collector is self-defeating. In fact, however, 
of the £102 millions next year the tax collector has been entrusted with finding 
some £24 millions. It should be explained that the {102 millions is not quite 
the same as the cost in 1955-56 of the increases in benefits (though the cost 
is very nearly that figure): the £102 millions is the increase in the estimated 
cost of benefits in 1955-56, after the rise in benefit rates, compared with the 
estimated cost before the rise in benefit rates—but the two estimates were 
prepared on slightly different assumptions. For the same reason, the {24 
millions is not exactly the cost to the Exchequer of the increases in benefits 
In 1955-56, though that cost will certainly be very near to {24 millions. For 
the first full year, 1956-57, we have a true estimate of the cost of the increases 
in benefits: it is {112 millions, of which £80 millions is for pensions. But in 
1956-57 the changes in contributions will bring in {93 millions more from 
insured persons and employers, so that the cost to the Exchequer of the 
changes will be £19 millions in that first full year. Thereafter, the annual 
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cost to the Exchequer of the changes recently enacted will increase, and by 
1979-80 it will be some £80 millions. 

Adherence to the contributory principle has more to it than economic 
pragmatism. It could mean that benefits are taken as of night, with no 
means test; it could make a person aware of the fundamental truth that what 
he obtains he himself has had to provide, in a measure at least, and that 
what the beneficiaries as a whole obtain has had to be provided, in complete 
measure, by the community at large; it could reduce political agitation for 
continual increases in benefits. It could do all these things—and the degree 
in which it in fact does them is determined by the degree in which the principle 
is maintained. Even if it holds in only diluted form, it carries these important 
results, watered down but still very much worth having. One might say that 
since in ten years’ time, for example, the State will be bearing one-third of 
benefits then payable, the contributory principle will then hold at two-thirds 
strength and its general advantages will be two-thirds achieved. In saying 
this, one would certainly be ignoring that the full contributory principle is 
held by some as meaning that the individual must pay in by way of contri- 
butions what he draws out by way of benefits; but it may be disputed whether 
even the full principle need go as far as this. After all, to indulge in a short 
semantic trip of our own, “ insurance ’’ does imply some measure of sharing 
of losses and it follows from this that some should receive more than they 
have paid. There is an element, at least, of insurance in the scheme and in 
analysing this element, the essential difference is between ‘‘ voluntary ”’ and 
“compulsory ”’ insurance rather than between “ insurance’”’ and “ non- 
insurance ”’. 

Even so, it is undoubtedly right to point to the great disparities among 
individuals in their payments by contributions and their entitlements in 
benefits. In its report published almost at the same time as last month’s 
Bill the Committee on the Economic and Financial Problems of the Provision 
for Old Age, the Phillips Committee, drew particular attention to these dis- 
parities. If all pensioners are taken as a group, their own contributions are 
on average a twentieth of what their pensions would cost on ordinary com- 
mercial terms, but many are receiving a much greater bargain than the 
average. The contributions are all based upon what is called the “ actuarial 
contribution ’’. So far as pensions are concerned, this is the amount that 
would have to be paid by or on behalf of a person who entered the scheme 
at the minimum age of 16, if his pension entitlement was to be fully covered 
by the contributions. The contributions paid in by such a male member of 
the scheme himself, taken with those paid in on his behalf by his employer, 
have not in fact amounted to quite as much as the actuarial contributions, 
and on the latest figures of the recent Act they will be short by just over 
3 per cent. The State’s supplement has made up, and more than made up, 
the balance. 

“If you and I were 17’’, then, when we entered the scheme, and if the 
next man were, too, it would be almost, but not quite, balanced financially. 
But the song is only romanticizing. Most of us were more than 17 (or 16) 
six and a half years ago. If those who entered (or who now enter) so young are 
not quite paying their way, how much more marked is the disparity between 
contributions and entitlements for all of us who entered the scheme at a later 
age. ‘“‘ For example ’’, said the Government Actuary, in his report on the 
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provisions of the Bill, “the contribution required to provide full rates of 
benefit for a man entering at age 25 would be nearly one-third greater than 
that required from an entrant at age 16, whilst at ages 35, 45 and 55 the 
appropriate contributions are respectively twice, three times and seven times 


those at the initial age.”’ 


‘* Actuarial contribution ”’ is an unfortunate term 


to use for the concept to which it is applied; it is all too liable to be misunder- 
stood to be the actuarially calculated contribution that must be paid by, or 
on behalf of, any individual entrant to the scheme, not just the entrant 


aged 16, if the contributions are to cover the entitlements. 


It is very largely 


because more and more men are coming into pension benefit who have paid 


TABLE II 


ESTIMATED INCOME AND EXPENDITURE OF NATIONAL INSURANCE FUND, 
WITH BENEFITS AND CONTRIBUTIONS AS PASSED IN THE RECENT ACT 











(£ million) 
Total 
Income Expenditure Excess | of Ex- 
of |chequer 
Expen-| Grants 
diture and 
Finan- | Contri- | Exche- Over | Exche- 
cial |butions} quer Other Income} quer 
Year of Supple- Retire- | Unem- | Benefits} Total | (to be | Supple- 
Insured} ments |Interest} Total | ment | ploy- and | Expen-| Met by} ments 
Persons} to Income} Pen- ment Ad- diture | Exche- to 
and | Contri- sions | Benefit | minis- quer | Contri- 
Em- j|butions tration Grants)} butions 
ployers* 
1955-50} 516 90 45 651 430 27 189 652 I gI 
1956-57 | 529 93 45 667 450 28 194 672 5 98 
1957-58 | 526 93 45 664 4695 53 200 718 54 147 
1958-59 520 QI 45 656 501 71 205 777 121 212 
1959-00 | 519 ot 45 655 521 71 208 800 145 236 
1964-65 529 93 45 667 592 72 221 885 218 311 
1969-70 | 536 94 45 675 672 75 223 970 295 389 
(974-75 | 534 94 45 673 746 75 222 | 1,043 370 464 
1979-80 | 531 93 45 669 798 74 221 | 1,093 424 517 



































* Excluding contributions to National Health Service. 
+ The increased rates will be in operation for only part of the year. 


contributions approximating not to this “‘ actuarially calculated contribution ”’ 


but to the so-called ‘‘ actuarial contribution 


»? 


thrown up in Table II will progressively emerge. 
would, as the Phillips Committee suggest, be a far better term than “ actuarial 
More important than the nomenclature, however, is the 


contribution.”’ 


question what should be done about the disparities. 
As has been seen, some would tackle the problem of the future finances 
of the scheme by down-grading the benefits of the older entrants to the level 


of contributions. 
impossible. 
groups towards—if not to—the level of benefits ? 





that the enormous deficits 
The “‘ age 16 contribution ”’ 


Apart from any other objections, this seems politically 
But what, it may be asked, of up-grading contributions by age 
Why not introduce a 
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graduation in contributions, the insured person’s own contributions, so that 
the man who was older at entry into the scheme would pay at least something 
towards the actuarial value of the additional benefits he will receive com- 
pared with the entrant of 16? The principle of graduation might well be 
carried even further than this, for there is much to be said for some graduation 
according to income—an idea hinted at in the House of Commons debate by 
Mr. James Griffiths, the Minister of National Insurance in the Labour Govern- 
ment. The Phillips Committee, in one of its laconically negative recom- 
mendations—the positive recommendations were less important, equally 
laconic and even fewer—-felt unable to support graduation by income, because 
it was assured (by whom ?) “‘ that any proposal to vary the rate of contri- 
bution would meet with widespread opposition unless the rate of benefit were 
also varied according to the contribution’. The Committee did not shrink 
from certain other recommendations that were bound to be unpopular and it 
seems to have accepted the principle of uniformity of contributions with a 
facility amounting to docility. There would admittedly be administrative 
difficulties in graduating contributions—by age or by income or by both— 
but one can envisage that an addition to contributions of perhaps {100 millions 
or {150 millions might be raised in this way without doing any real harm to 
any contributor. Any figure in this range of magnitude would be a very 
sizable alleviation to the finances of the scheme. 


RAISE THE PENSION AGE ? 

One of the unpopular recommendations of the Phillips Committee, that 
the pension age should be raised to 63 for women and 68 for men, seems to 
deserve the critical reception it has received on all sides. In particular, Mr. 
Osbert Peake, the Minister of Pensions and National Insurance, was at pains 
to make clear that the Gcvernment did not accept this recommendation. He 
disputed the Committee’s estimate of the net economies in pensions that 
would be achieved by raising the qualifying age as suggested—economies that 
were variously put in the Committee’s report at {50 millions and £55 millions 
a year—but that the Minister thought might be nothing at all, considering 
that increased claims by the elderly for sickness and unemployment benefit 
would virtually, perhaps wholly, offset any gross saving in pensions. Even 
if the Committee were more nearly right than the Minister on the net savings 
to be expected from its proposal, the amount would not be really large in the 
context of the figures of this scheme. Also, there can be little doubt that to 
try to help to correct the finances of the scheme by cutting its benefits— 
whether by the Phillips route, the Economist route, or any other route save 
in the short run the inflationary one—is a pretty hopeless proceeding in this 
day and age. We must look to contributions rather than benefits if we seek 
financial rectitude, or a measure of financial rectitude. 

Two other recommendations of the Committee were that the “ retirement 
rule ’’ should not be changed and that the “ earnings rule”’ should not be 
dropped. By the retirement rule it is a condition for payment of a pension 
to a man under 70 that he should have retired (for a woman the age is 65); 
the earnings rule lays down that the weekly amount of a pension is in dis- 
regard of the first 40s. of earnings, but for each shilling earned over that 
limit, a shilling is deducted from the pension. It would cost some £55 millions 
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in 1955-50 to scrap the retirement rule, reducing to {20 millions in 1979-80: 
the reduction over the years would result from future savings in meeting 
‘increments ’’, the additions to pensions at 70 and over now obtained by 
those who postpone retirement beyond the present minimum pension ages. 
The Committee would retain the retirement rule partly because of this 
economy and partly for the reason—a reason that in these times of negotiated 
and standard wages, is unconvincing, and one that is in any event put in 
oddly conditional and minimal terms—that “ there are grounds for thinking 
it would be feared that wages might in certain cases be adjusted to take 
account of the fact that a pension was being received ”’ and “ such a develop- 
ment would be thoroughly undesirable even if, as we suppose, it were attempted 
by only a few employers ’’. The earnings rule the Committee would retain at 
40s., for no stated reason at all. : 

In a reservation which, though brief and incomplete, contains more imagi- 
nation and thinking about the problems than the main report, Professor 
Cairncross argues for getting rid of the retirement rule. ‘“ It is wrong, wasteful 
and cruel ’’, he says, “‘ that men should be faced with the choice between 
drawing their pension, retiring altogether, or nearly so, and staying on in their 
job with an undiminished load. It is this as much as anything that makes 
men brittle and cuts short their retirement. ...’’ Given that one of the 
major phenomena of the coming economy is the increase in the numbers of 
older people,* not only is Professor Cairncross surely right in looking: to part- 
time employment for them as socially desirable, but also this part-time work 
would make a significant contribution to the national product, to offset in 
part the loss of their full-time output. The retirement rule and the earnings 
rule clearly hang together, so that if the retirement rule were scrapped, the 
earnings rule would automatically disappear: the addition to pensions from 
its disappearance would be some {1.5 millions a year. 





ROLE OF PRIVATE SCHEMES 


A part of the Phillips Committee report that is tantalizingly lacking in 
what is nowadays called “‘ documentation ’’—a lack for which the Committee 
is hardly to be blamed—-is the section devoted to private or ‘‘ occupational ”’ 
pension schemes. The paucity of the data the Committee had at its disposa! 
makes the reader of the report a very willing supporter of its recommendatior 
that information should be centrally and regularly collected on the scheme:. 
But enough is known about schemes financed through internal funds to show 
that inflation, particularly by increasing the money value of pensions geared 
to salaries at or near retirement, while the money value of the funds and 
their earnings have limped behind, has unbalanced many of the schemes. It 
is a pity that the Committee did not devote some attention to this really 
serious defect in the “ financial provision for old age ’’. 

The Committee’s main theme upon private pension schemes is that, 
in a situation where the Exchequer already grants income tax reliefs for 
them to the tune of some {100 millions a year, the State should require as 





* I may be permitted to refer to my article in THE BANKER for June, 1954, ‘‘ The 
Economics of Dependency ’’, in which I discussed the economic problems of the actual and 
prospective increase in the number of old people. A large part of the Phillips’ report covers 
this ground in much the same way as the actuaries’ survey considered in that article. 
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conditions for relief that the schemes satisfy certain criteria derived from the 
Committee’s examination of the National Insurance scheme. The criteria are 
two. First, that all schemes should take the State pension into account, so 
that the combined retirement income from both sources should not exceed a 
given level, which normally should be two-thirds of final wage or salary. 
Second, that all schemes should permit retirement at no earlier age than that 
laid down for National Insurance. 

Apart from the question whether it would be proper for these conditions 
to be laid down now, under threat of the withdrawal of the sanction for 
schemes already sanctioned for tax relief (the Committee has no qualms 
about this), restrictive conditions framed so rigidly as these seem to be in 
conflict with the Committee’s expressed approval of the development of 
private schemes. It takes this development as desirable ‘“‘ not only on 
general social grounds but also because they provide pensions largely outside 
the budgetary structure and that, in so far as they are funded, they make a 
contribution to the future problem of meeting the cost of old age. The 
extension of occupational pensions might help to limit the State liabilities 
under the National Insurance scheme since provision for a higher standard of 
living in retirement will be made increasingly outside the State scheme.” 
Yes, indeed. The recent revival of private savings from non-institutional 
sources should not lead us to forget that only two or three years ago the 
pension funds and assurance offices offered practically the only supply of 
savings from individuals. That situation may well recur, and even if it does 
not, all possible impetus to private saving will still be required, so far as 
can be foreseen now. The Committee itself says, in characteristically nega- 
tive terms: ‘“‘ We do not regard as a serious danger the risk that the funds 
accumulated in connection with pension schemes might prove to be too 
large for the economy to absorb.”’ Indeed, not. There may certainly be a 
case for refusing tax reliefs for new schemes that, in effect, promote tax 
avoidance by allowing very low retirement ages, but it is hard to find virtue 
in a more restrictive condition than this. It is also both confusing and extra- 
ordinary to have a report so diametrically at loggerheads with the recent 
Millard Tucker report on the taxation of retirement provisions, now before 
the Chancellor of the Exchequer—a report that advocated the wide extension 
of tax reliefs for private schemes. However, the whole issue of the relation- 
ship between the private schemes and the State scheme demands much more 
mature study and thought, in its economic, financial and fiscal aspects, than 
it has so far received. 

One suggestion may perhaps be put out for consideration. Why not 
provide that on payment of an increased contribution to the National Insurance 
scheme a person should be contractually entitled to a larger State pension 
than the standard? Why not go further than this, and also allow small 
employers, who cannot run their own funds, to pay increased contributions 
on behalf of their workers, so providing the employees with the pension facilities 
that their job would in all probability otherwise not provide ? These additions 
to the standard State pension would be entirely self-financing, they would be 
operated at a very low expense ratio, they would easily lend themselves to 
the transferring of rights when the worker left one employment for another. 
They would supply for some who are excluded from private schemes a come 
pensation for the tax reliefs enjoyed by those who are within them. 
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South Africa at the Crossroads 
By B. J. P. W oods 


to succeed Dr. Malan as Prime Minister of South Africa virtually 

every aspect of the bodv politic and of the economy took a new and 
perhaps decisive turn. One external result of the change may, indeed, have 
shown itself already. Early this month the Union is to sever the most 
important of its remaining links with the sterling area: it is to withdraw its 
undertaking to sell to the United Kingdom a minimum of £50 millions of 
gold annually. This decision reinforces the view that the new Cabinet will in 
all probability be driven by the extremist groups, with whom power now 
resides, to move ever faster towards the ideal of a republic based on apartheid, 
or racial segregation. 

So long as Mr. Strijdom retains the Premiership, any such movement 
will be irretraceable. Nevertheless, the new Cabinet will find, as Dr. Malan 
soon found, that however isolated the Union may be from the outside world 
in a moral and political sense, it is linked with it economically, and that 
attempts to break that link will have grave consequences. Moreover, Mr. 
Strijdom and his friends are realistic enough to appreciate that their future 
depends to a considerable degree on their ability to maintain the momentum 
of economic development that the country has enjoyed since 1946. How 
important this progress has been in sustaining Dr. Malan’s political strength 
in the country, in maintaining the era of almost perfect industrial peace, and 
in warding off possible Communist or nationalistic-inspired movements like 
the Mau Mau further north, is not generally realized. But it is an unques- 
tionable fact that the post-war growth of the Union’s real national product 
has few parallels in the world. 

Mr. Eric Louw, who succeeds Mr. Havenga as Finance Minister, takes over 
at a time when, as a result of the latter’s cautious and sensible financial 
stewardship, the courtry’s finances are in sound order. But it has not been 
all good management; there has been an element of good luck as well. This 
is especially true of the external balance of payments, which has fluctuated 
within wide limits during Dr. Malan’s regime. In 1948, for instance, the 
country lost £164 millions of gold and foreign exchange reserves; in 1950 it 
gained {71 millions. Unusually good harvests, premium sales of gold, changes 
in the terms of trade, the emergence of uranium as a key commodity of the 
future, and many other quirks of fate have combined to improve South 
Africa’s fortunes, sometimes at moments when the outlook was bleak. In 
spite of this, credit must be given to the Union’s economic policy-makers for 
their generally sound methods. 

When Dr. Malan took over in 1948 the country was still enjoying a post- 
war boom, the like of which had never previously been known to South Africa. 
Gross national product increased at an average of 5 per cent. a year in the 
three years to 1948, a period of fairly stable prices. This rapid pace has been 
maintained. In general, it was in industry that the greatest progress was 
made; but there were steady gains in mining as well. Normally, so thrusting 


Wie « on November 30 the Nationalist Party elected Mr. J. G. Strijdom 
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an advance in the domestic economy would inevitably have had adverse reper- 
cussions upon the balance of payments; but, fortunately for South Africa, it 
came at a time when overseas investors were regarding the Union as an ideal 
place in which to invest money. Moreover, this coincided with the period of 
nationalization in Britain, when owners of capital were looking for safe bunk- 
holes. In 1947 alone something like £182 millions of private capital flooded 
into the. Union, providing not only the funds to sustain the rapid rate of 
investment, but also the foreign currency to bridge the yawning gap in the 
balance of payments. In 1948, after the victory of Dr. Malan at the polls, 
the inflow of capital declined steeply. Bv 1953, taking into account outward 
payments of dividends and interest, there was-a net deficit on capital account 
in the balance of payments, most if not all of it due to the apprehension felt 
in overseas business circles about the impact of the Government’s policies on 
the economic stability of the country. 

Beside the drop in the inflow of foreign capital, the Nationalist Government 
was confronted in 1948 with a seriously worsening visible trade gap, due to 
the excessive scale of imports. This was the result not only of the accumu- 
lated back-log of orders for machines and products which, because of the 
war, had previously been unobtainable, but also of the degree of inflation 
present in the economy. The Cabinet decided upon drastic measures; import 
control was introduced in November, 1948. Though changes have been 
introduced from time to time—the most significant was the removal last 
January of discrimination against dollar goods—import quotas on most goods 
are still restricted to something less than half the quantity imported in 1948. 
In the fiscal and monetary fields Mr. Havenga and his advisers have been 
resolute in the use of disinflationary techniques; Bank rate was successively 
raised in 1948, 1950 and again in March, 1952, while the budget—often more 
by accident than by intention—has been kept in steady surplus. 

Despite the indisputable evidence of sound and conservative financial and 
economic policies, not to speak of the high promise from the new Orange 
Free State gold mines, and the uranium developments, Dr. Malan’s Nationalist 
Government was unable to command confidence in the investment markets 
abroad. Indeed, when the South African electorate returned his party with 
an increased majority in the election in April, 1953, confidence—and the gold 
and dollar reserves with it--ebbed away. The reserves dropped by more than 
£20 millions in the period from March to December, 1953, when in fact exports 
should seasonally have been contributing most heavily to the foreign balance. 
Again, at about Christmas time last year a silly, and quite unfounded, rumour 
of an impending devaluation of the South African pound caused panic, and, 
so it is said, resulted in the loss overnight of some {10 millions of capital 
withdrawn by jumpy investors. But although the seasonal factors were 
likely to strain the reserves still further in the early months of 1954, the 
Government refused to be stampeded into new defensive measures. On the 
contrary, it actually announced that from January import licensing would 
cease to be discriminatory, thus opening up once again the possibility of a 
marked transfer of import orders from sterling and other non-dollar sources 
to the dollar area, such as occurred during the years 1946 to 1948. In fact, 
however, the change has been small: imports from the dollar area up to May, 
1954 (the latest figures available), have remained constant at 20 per cent. of 
the total. But a big swing towards dollar goods, which are particularly 
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suitable in many cases to meet South African conditions, should not be ruled 
out. Moreover, by April Mr. Havenga was sufficiently confident of the 
situation to introduce what he himself termed “‘ an optimistic budget ’’, in 
which he granted tax concessions costing £22 millions in the full year. The 
dear money policy, however, remained undisturbed. 

Events have since more than justified the Government’s confidence. 
Gold and foreign exchange reserves have shown a steady upward trend; from 
just over £81 millions in January, 1954, they had risen to nearly £132 millions 
by December 3 last, having thus more than made good the losses sustained in 
1953. What has happened to bring about this remarkable change of fortune ? 
The answer is not at all clear, for in the first eight months of the vear, despite 
an unusually good harvest, the adverse balance on visible trade was {110.9 
millions compared with only {69.4 millions in the same period of the previous 
year. Most of this decline is explained, however, by the cessation, since the 
reopening of the London gold market last March, of sales of fabricated and 
semi-fabricated gold on the various “ free markets’. To this extent, then, 
the worsened visible trade balance is an illusion—a mere bookkeeping entry— 
for this lost credit reappears in a different form in the Union’s foreign accounts, 
under the item “ net gold output ’’, which is included in the invisible account. 


FUTURE OF CAPITAL IMPORTS 


But the sharp improvement in the gold and foreign exchange reserves 
is still rather puzzling, and the official interpretations are by no means wholly 
convincing. They explain the growth of the reserves as being due simply to 
a renewal of the inflow of capital from abroad. The statistician of the Reserve 
Bank, for instance, estimates -the net inflow of capital from abroad (it should 
be noted that “ net ’’ here is not used in the sense of being net of the reverse 
flow of dividends and interest) during the first half of 1954 as being {49 
millions. Of this sum, net official capital receipts—which include a sub- 
stantial amount of Anglo-American finance for uranium capital development 
—accounted for £15 millions. This leaves the net balance of private capital 
imports at {34 millions—including, by some curious twist of official book- 
keeping, the proceeds of exports of uranium. Now, it is known that, in the 
first nine months of the year, these exports provided {9 millions. It would 
not be far wrong, therefore, to assume that the total inflow of private capital, 
net of uranium proceeds, in the first six months, was of the order of {28 
millions according to official estimates. In London, informed observers are 
inclined to doubt this conclusion, because none of the signs—the state of the 
Kaffir market, the number of new issues destined for South Africa and so on 
—suggests that capital has been flowing in substantially increased amounts to 
South Africa. In the corresponding period of 1953 the net private capital 
inflow amounted to only £15 millions (including proceeds of uranium exports). 

Whatever the explanation, the Union’s balance of payments is now 
infinitely stronger than it was a year ago. As a result of this, the internal 
capital market has been well supplied. The Government recently succeeded 
in converting £2434 millions of debt into two new stocks of 20 years and 
5 years respectively, at an interest saving of } per cent. This strengthening 
of the capital market is due at least as much to the increased amount of internal 
private saving as to the increased payments surplus. According to the national 
income estimates, private savings increased from {£109 millions in 1952 to 
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£173 millions in 1953. It is premature to assume, however, as Mr. Havenga 
suggested just before his retirement, that the Union is fast becoming inde- 
pendent of external capital sources. So far as it is prudent to look ahead, 
the South African economy will remain dependent on the outside world for 
capital to maintain the momentum of development and to bridge the resultant 
gap in the balance of current payments. 

In view of this critical dependence, the Government’s new gold policy is 
as shortsighted as it was dramatic. By this change South Africa will become 
for all practical purposes a hard currency country to the rest of the sterling 
area. It is true that in recent years the amount of gold sold by the South 
Africans in London has been much in excess of the guaranteed minimum of 
£50 millions, but in the new conditions it may at some time prove necessary 
for the United Kingdom, in the interests of safeguarding its gold and dollar 
reserves, to change its exchange control so as to limit the free movement of 
capital to the Union—even if such control remains less stringent than that on 
capital exports to other hard currency areas. South Africa is risking the loss 
or cutting down of this vital capital flow, and other losses besides, for no 
visible gain. 

Various estimates have bteen made of the probable contribution of the 
Orange Free State goldfields, plus uranium proceeds, to the country’s balance 
of payments. A major contribution can no doubt be expected; but, on the 
other hand, it would be wise in assessing the possibilities to take into account 
the concurrent decline of the marginal gold producers in the Witwatersrand, 
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as costs catch up with the stationary selling price. There are two factors 
operating here: the natural life curve of the mine as the best seams are worked 
out; and the pressure of the general cost level. Hopes that the cost level 
may decline as import prices fall have not been justified by recent experience. 
What is forgotten is that the internal cost level is equally the function of such 
purely domestic factors as the level of farm prices, which have tended to rise 
steeply, and the general wage level, which because of the competitive growth 
of the demand for labour from the fast-developing industrial sector is also 
tending to rise. Moreover, it is a fundamental mistake to regard South Africa 
as a country with an unlimited labour supply—the heavy import of labour 
from the neighbouring territories proves the contrary. Though under- 
employment is common hecause of the existence of the migratory system, the 
labour force is, in the technical sense, very nearly fully employed. It would 
take a revolution in the African wav of life to stamp out the migratory system, 
which gives each worker six months (or so) in the town and six months at 
his kraal. What is more, if Dr. Verwoerd, the Minister of Native Affairs, is 
to have his way, the entire native labour force will become migratory by edict, 
and labour costs will inevitably rise. 

But in attempting to forecast the pattern of future economic developments 
in South Africa, the obvious and the most important factor is clearly the 
precise nature of the policies that Mr. Strijdom’s new Government develops. 
Since his position is not secure, even within his own party, he will no doubt 
be tempted to play safe on economic policy. But it is questionable whether 
this course will be acceptable to the extremist wing, whose power has 
immeasurably increased. For instance, even if the economic folly of further 
apartheid measures becomes apparent to the new Prime Minister, he will in 
all probability be forced to appease his supporters. Inevitably, the trend 
towards racial segregation—socially, geographically, and in industry—will go 
on, probably at a more rapid pace. There can be no doubt that this policy 
is quite out of keeping with the needs of a country with a modern and fast 
developing industrial machine, and it must inevitably bring difficulties. 

For these several reasons it appears that the confidence factor is sure to 
work against South Africa in the coming months. This could have serious 
repercussions not only on the balance of payments but also on the pace of 
economic development. In the long run it is the threat to development that 
will be the more serious, for, as was pointed out earlier, it is the rapid progress 
of the Union’s economy that has saved it from serious industrial and racial 
disturbances. A more optimistic conclusion can be drawn, however, from the 
fact that the Nationalist Afrikaner has increasingly penetrated into industry, 
commerce, and in particular into the export trade. In the past, when the 
Nationalist party drew its strength almost entirely from the farming groups, 
it could afford to ride rough-shod over the business interests. Now, however, 
the Nationalist-supporting farmers in the Cape have to think of their valuable 
markets in Britain for tinned fruits; the new Nationalist capital-owning 
classes press their claims for cheap labour, which they complain is denied 
them because the farmers get first priority; and, finally, there are the intel- 
lectual groups at the Universities of Stellenbosch, Pretoria and Potchefstroom, 
who even if they at times forget their academic teaching are at least trained 
to think out the economic consequences of apartheid for themselves. 
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Finance for Industry 


and Commerce 


ICFC provides finance in the form of long-term 
loans on fixed terms, or share capital, to indus- 
trial or commercial enterprises established in 
Great Britain. Amounts range normally between 
£5,000 and £200,000. 

The Corporation is ready to consider applica- 
tions for capital to purchase additional buildings, 
plant and machinery, or to provide increased 
working capital to further the expansion of 
business. 

Consideration will also be given to new 
ventures which are soundly conceived and 
adequately sponsored. 


INDUSTRIAL AND COMMERCIAL 
FINANCE CORPORATION LIMITED 


Subscribers: The English & Scottish Banks. 


HEAD OFFICE : 
7, DRAPERS’ GARDENS, LONDON, EC2 Tel: NATional 8621 


BRANCHES : 
BIRMINGHAM—214, HAGLEY ROAD. Tel. Edgbaston 4181 
MANCHESTER—73, WHITWORTH STREET. Tel. Central 5429 
EDINBURGH — 33, CHARLOTTE SQ. Tel. Edinburgh 30212 
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Sweden’s Money Muddle 


By a Special Correspondent 


STOCKHOLM, M1d-December. 


N October 14 the Swedish National Debt Office announced the issue of 

a new Government bond of sixteen years’ maturity and unlimited 

amount carrying interest at 4 per cent. The announcement caused a 
sensation in banking and business circles, for the long-term interest rate on 
Government securities had long been pegged at 34 per cent., a rate that had 
prevailed also for municipal and housing bond issues.* This sharp and wholly 
unexpected increase in the long-term rate of interest was, moreover, accom- 
panied by a declaration by the Riksbank, the central bank, that while it 
would maintain the official discount rate unchanged at 2? per cent., it would 
no longer make official quotations for any other lending rates—including its 
rate for loans on the security of Government bonds. The Riksbank in fact 
left the banks and other credit institutions to decide for themselves the extent 
to which the collapse of the bond market should affect their own lending rates. 
It was understood, however, that the credit institutions should consult with 
the Riksbank before making any changes effective—and in the event agree- 
ment was reached only after prolonged negotiations. 

The bond issue and accompanying declaration were generally interpreted 
as marking a new departure in Swedish monetary policy. The policy of 
maintaining pegged interest rates had been pursued rigidly by the Swedish 
monetary authorities for a number of years—and had been widely challenged 
in both business and political circles. The failure of the Swedish Government 
to master the upsurge of inflation in 1951 had been in part attributed both by 
economists and by members of the political opposition to its unwillingness to 
raise interest rates. Critics had often pointed to the favourable stabilizing 
effect achieved by a flexible monetary policy in other countries, notably 
Western Germany, Austria and Great Britain, and accordingly advocated a 
similar policy in Sweden. Then from the blue the Government decided that 
there was a renewed danger of inflation, and that inflation had indeed to be 
combated by monetary means—and it used as its weapon the steam-hammer of 
its new bond. 

The inflexible cheap money policy of the Swedish Government has in part 
been based on ideological reasons, but it has also been influenced by the 
practical considerations of housing finance, since it fears the effect of dearer 
money on rents. The level of 3} per cent. for gilt-edged long-term bonds and 
first-mortgage housing loans had in consequence been maintained unchanged 
from the autumn of 1950 until the new initiative of last autumn. Even during 
the inflationary boom in 1951, which caused a very strong increase in the 
demand for funds, the Riksbank continued to stabilize interest rates at this 
level. The Riksbank was, in fact, obliged to undertake in certain periods 
large-scale supporting operations on the bond market in order to prevent rates 








* The immediate repercussions of the dramatic introduction of the new bond were briefly 
recorded in an editorial note in last month’s issue of THE BANKER.—ED. 
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from rising, and it thus intensified the inflation by adding further to the 
supply of liquid funds. Effective measures of credit restraint were not 
seriously resorted to before February, 1952, by which time the inflation had 
largely spent its force. Even these measures, however, attempted to secure 
restraint without increasing the cost of money. They took the form of agree- 
ments between the Riksbank and the various credit institutions on the 
application of voluntary credit restrictions. The commercial banks under- 
took to maintain minimum liquidity ratios in relation to their deposits, and 
to follow certain qualitative directives in their lending activities. At the 
same time they and the other credit institutions undertook to stabilize interest 
rates on housing finance at the 34 per cent. level. The agreements also com- 
prised a system of control by the Riksbank of new issues on the bond market. 

The system of voluntary credit restraint worked tolerably well in 1952 
and 1953. True, there was a considerable credit expansion in the banking 
system in the course of 1953, bank deposits rising by no less than 14 per cent. 
during the year. This was, however, almost wholly due to an expansion in 
the credit demands of the Government, which financed an increased invest- 
ment pregramme largely through borrowing from the banks. The liquidity 
ratios imposed upon the banks did not prevent credit expansion of this type 
—as the Treasury bills with which the Government financed its investments 
could be included in the banks’ liquid assets. But the restrictions on advances 
did apply to private borrowers, and in conjunction with some falling-off in 
the demand for bank accommodation arising from a slight decline in economic 
activity, they had the effect of roughly stabilizing the total of business loans. 

The expansion of bank deposits caused by the increase in Government 
borrowing from the banks inevitably created excessive liquidity in the 
economy, which would be highly dangerous in the event of the re-emergence 
of inflationary pressures. The monetary and fiscal policy of the Government 
suffered much criticism on this point. But the only practical alternative to 
such borrowing from the banks—apart from the cutting down of the public 
investment programme—would have been increased Government borrowing 
through long-term loans on the capital market, and this in turn would not 
have been possible in practice without raising the yield on Government bonds 
quite substantially above the stabilized level of 3} per cent. Government 
borrowing on the market, then, would not have been compatible with the 
basic principle of policy—credit restraint without raising interest rates. 

But the Riksbank did more than merely avoid taking any measures that 
would have raised interest rates. In December, 1953, it took the surprising 
step of lowering the official discount rate from 3 per cent. to 2? percent. It 
took great pains, indeed, to explain that this should not be regarded as a 
change in Bank rate of the traditional type and should not therefore be inter- 
preted as a signal for the credit institutions to lower their money rates all 
along the line. The discount rate should no longer be regarded as a norm for 
loan and deposit rates in the banks and savings banks, but should have 
significance only for the short-term money market. The intention of the 
Riksbank was apparently to increase the spread between the rates for short- 
term and long-term funds, and thus to relieve pressure on the capital market 
by inducing some flow of funds from the short-term market. In actual fact, 
however, market reactions to the lowering of the discount rate were quite 
insignificant, and no such transfer of funds took place. 
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Banking trends in Sweden during 1954 neatly reversed the pattern of the 
previous year. The Government was able to reduce its borrowing from the 
banks, as the higher degree of liquidity in the economy permitted a greater 
volume of long-term borrowing on the capital market at the rate of 34 per 
cent. The demand for business loans, on the other hand, began to increase. 
Thus, although the credit expansion continued, the underlying cause was 
different. From the beginning of 1954 up to the end of October total loans 
and discounts rose by about 10 per cent. This increase was primarily a 
reflection of a pronounced upsurge of’economic activity in Sweden. To the 
extent that increased demand for goods and services has been met by increased 
domest.c production there is, of course, no inflationary implication—and 
industrial production has risen by 4-5 per cent. above its level in 1953. How- 
ever, by the autumn there were clear signs that the real resources of the 
economy were being overstrained. Labour became increasingly short, delivery 
dates lengthened, and adverse pressures became felt on the balance of payments. 
Consequently, concern began to arise lest the economy should again become 
subject to strong inflationary pressures. This concern became acute in 
October, when preliminary discussions on the new wage contracts for 1955 
showed that the demands for wage increases on the part of both industrial 
and white-collar workers were likely to be particularly large. 

It was in this situation that the new departure in monetary policy was 
announced. Its objectives were apparently twofold. In the first place it was 
designed to mop up some of the excessive liquidity obtaining in the economy, 
and thus to reduce the monetary stimulus to an inflationary upsurge of wages 
and prices. Secondly, the Government hoped to achieve a psychological 
effect that would counter the inflationary mentality that had begun to influence 
the attitude of trade unions and businessmen. 





CONTRADICTORY POLICIES 


No doubt there was an element of logic in this policy, and, if pursued con- 
sistently, it could no doubt have had a wholesome effect. In actual fact, 
however, it turned out that the authorities had bitten off more than they 
could chew. The psychological effect was very largely nullified by a very 
hesitant attitude on the part of the Riksbank in accepting the consequences 
of the new situation in the market. The first reaction of the commercial banks 
to the increase in gilt-edged yields was that they would have to follow suit 
by raising their own loan and deposit rates by 4 per cent. The Riksbank, 
however, refused to accept such a move, though it was at first reluctant to 
give any hint as to what it wanted the banks to do and tried to delay a 
decision as long as possible. Prolonged negotiations between the Riksbank 
and the various groups of credit institutions, and declarations from Govern- 
ment representatives to the effect that the banks’ interest rates would not be 
allowed to move upwards, created the impression that no very significant 
increases in rates would in fact be made by the banks. The result was that 
subscriptions for the new loan very soon reached unexpectedly large propor- 
tions. When a total of 670 million kronor ({46 millions) had been subscribed 
the books were closed, and shortly afterwards the market quotation for the 
new bonds rose to 103, giving an effective yield of 3? per cent. 

In the event, no decision on the new rates to be applied by the various 
credit institutions was reached until around the middle of November. The 














- —— a — 


| THE BANKER 





—s— + - 


4 





ee 





commercial banks then raised certain rates on business loans by } to } per 
cent., but agreed to maintain unchanged all rates affecting housing finance. 
Likewise no changes were made in the deposit rates of either the commercial 
banks or the savings banks. The key problem of the rates to be charged for 
mortgage loans, which concerned the ins: rance companies, mortgage asso- 
ciations and savings banks more than the commercial banks, remained. 
After protracted negotiations with the Riksbank it was decided to raise the 
rate for fixed mortgage loans from 3.6 to 3.7 per cent., but to maintain the 
rate for short-term mortgage loans at 3.5 per cent. 

The explanation of the long dilly-dallying on the part of the authorities 
in grappling with the consequences of their own initiative in raising rates for 
long-term bonds is to be found entirely in their reluctance to raise the cost 
of housing finance. The inflation of demands for credit that has been felt in 
Sweden in recent years has stemmed largely from the financial requirements 
of a large increase in house-building—from 48,000 housing units in 1952 to 
52,000 units in 1953 and 55,000 units in 1954. In face of the inflationary 
dangers it would consequently appear only logical to relieve some of the strain 
on the economy by cutting down the housing programme; but the homoeo- 
pathic medicine of 0.1 per cent. dearer money was obviously too weak to 
achieve this purpose. 

The tactics of the authorities have been the more ineffectual in that their 
attempt to protect house-building from the effects of credit restraint has for 
the time being completely immobilized the market for housing credits. 
Housing is normally financed in Sweden in the first stage by con- 
struction loans obtained from the commercial banks. These loans cover only 
the period of construction, and when the houses are completed the long-term 
finance is usually provided by institutions in the capital market—savings 
banks, insurance companies and mortgage associations. The effect of pre- 
venting rates from rising in conformity with the increase in gilt-edged yields 
was, however, to drain off most of the liquid funds available in the capital 
market. The insurance companies took advantage of the attractive terms of 
the new loan and covered their investment requirements for a considerable 
period ahead, and the mortgage associations in consequence find themselves 
unable to raise fresh funds on the bond market. A condition of virtual 
stalemate has thus been created in the capital market, and as long as this 
remains the normal transfer of funds for housing from short-term credits in 
the banks to long-term loans in the capital market institutions is impeded. 
This means that the normal circuit of revolving bank credits for housing has 
been broken and that the commercial banks will, sooner or later, come to the 
point where they will have to stop granting new construction loans. Para- 
doxically, therefore, the main impact of the credit restraint will in fact tend 
to fall on housing finance. 

For political reasons, however, such an effect would be quite untenable. 
There are two possible ways out of the dilemma. One would be to raise the 
rates for mortgage loans sufficiently to make them attractive to institutional 
investors. The other would be to increase the supply of liquid funds in the 
economy and force the yield on long-term bonds down to its previous level. 
Which line of action the Swedish monetary authorities will choose is not yet 
quite clear, but the political odds seem to be very heavily against an increase 
in the cost of housing finance. 
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Strains on Business Liquidity 


ANK advances to private industry and trade mounted faster in the 

three months to mid-November than in any previous quarter since the 

launching of the new monetary policy—and did so, moreover, at the very 
time when the boom in new issues was at a peak. This exceptional activity 
in the capital market carried the total of new issues for the first eleven months 
of 1954 far beyond that for any previous year. The conjuncture of these 
two movements marks a striking reversal of the pattern of business finance 
that has obtained in the past three years or so—and may also be a significant 
portent for the course of business liquidity in the coming year. Since the 
end of 1951, the great majority of public companies in Britain have not been 
troubled by any shortage of liquid funds—not, at least, until recent months. 
The question now is whether the tide is on the turn, and the best means of 
assessing that is to consider first the sources of business liquidity in the past 
few years. 

The fact of this liquidity has long been well known to every student of 
company balance sheets. It can readily be measured from the quarterly 
analysis of balance sheets, mostly of industrial companies, made by the 
Economist, which is the most comprehensive published survey of its kind. 
The relevant evidence, culled from these analyses, is set out in Table I. It 
must be emphasized that the figures derive from the accounts published in 
each quarter, so that the sample of companies varies from quarter to quarter. 
The successive periods therefore cannot be directly compared one with 
another; but in each case strictly comparable figures are given for the pre- 
ceding year. It should be remembered, too, that the actual dates of the 
balance sheets will on the average be rather more than three months earlier 
than the date of publication. Reading across Table I it will be observed that 
in every quarter since the beginning of 1952 the balance sheets published 
showed an increase in net current assets over the previous year. 

But an analysis that comprises all current debtor and creditor items tells 
only part of the story, because stocks and other trade items are merged with 
cash assets. From the second pair of columns in the table it will be seen 
that in every quarter until the end of 1952 there is clear evidence that the 
financing of these trade items—and notably of stocks—was putting strain on 
“net cash assets ’’, which here means the excess of holdings of marketable 
investments and cash over bank advances. Balance sheets published in these 
quarters, relating to accounting dates ranging approximately from the autumn 
of 1951 to the autumn of 1952, showed a fall in net cash assets by comparison 
with the previous year. But since the autumn of 1952 companies financed 
their trade assets while strengthening their net cash assets at a fairly steadily 
increasing rate. 

These figures provide the explanation of a puzzle that was troubling the 
banks when the recession of 1952 gave place to business recovery. Surely, 
they were opining in 1953, business expansion could not proceed for long 
without provoking a pronounced upturn in bank advances. But it did so 
proceed, as a glance at the accompanying chart makes plain; and it is only 
recently that the big surge has come. In the three months of February to 
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April last, industrial production was on average just over 10 per cent. above 
its level two years before; yet the total borrowings from the banks by private 
trade and industry* were, in the nearest comparable period (the three months 
to mid-May), nearly 10 per cent. lower than in the equivalent quarter of 1952. 
The sharp fall in business borrowings from the banks in the spring and summer 
of 1952 was not, of course, merely the direct counterpart of industrial recession, 
for this was the period of maximum pressure from the credit squeeze, which 
produced economy in the use of bank credit in many ways besides those that 
reacted on the level of output. But the fall in advances was sustained, when 


allowance has been made for seasonal movements, well into 1953, long after © 


output had turned upward. This is the more noteworthy when it is recalled 
that this was a period in which a number of important commodities were 
restored from Government to private trading, and in which important freeings 
were made in the import trade. Between the spring of 1953 and the spring 


TABLE [I 
COMPANY LIQUIDITY, 1951-54* 
(£ millions) 


Net Current Assetsf Net Cash Assetsf 
Balance Sheets received in: Previous Year Latest Year Previous Year JLatest Year 
1952 January-March “ie 559.3 592.8 305.5 274.2 
April—June on as 1,216.8 1,381.0 752.8 693.9 
July—September “ 431.2 469.1 199.0 184.9 
October-December .. 422.3 452.9 275-7 231.6 
1953 January—March - 653-9 667.5 287.3 309.5 
April-June _... - 1,420.3 1,472.7 691.1 766.8 
July—September <“s 535-2 583.0 239.0 259.5 
October-December .. 449.6 485.0 231.9 286.8 
1954 January—March ae 654.8 708 .3 301.8 335-9 
April-June _... ba 1,510.4 1,576.4 783.5 852.5 
July-September sie 501.6 533-1 210.4 / 247.9 
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* Figures for each quarter, as explained in the text, relate to a different sample of balance 7 
sheets. The comparison should therefore be read only across the table, and not from quarter to © 


quarter. 


t Stocks, debtors, gilt-edged securities, and other marketable investments minus bank & 


advances, creditors, provision for future taxation and other provisions. 
t Excess of gilt-edged and other marketable securities and cash over bank advances. 


of 1954 industry’s borrowings from the banks likewise fluctuated little more | 


than seasonally, tending to rise only slightly; yet in this period the freeings 
continued and industrial production rose by nearly 6 per cent. 
It was not until last summer that industry showed any marked signs of | 





leaning more heavily on the banks; in the three months to mid-August, a f 


season in which bank borrowings normally tend to be repaid, it reduced its | 


equivalent quarter of 1953 and {81.7 ‘millions in 1952. In the latest quarterly F 
period, as already noted, this trend has become strikingly apparent. Industry F 


E 2 


borrowed an additional £43.9 millions, compared with repayments of {£9.67 
millions in 1953 and £54.0 millions in 1952. The remarkable liquidity that § 


businesses have enjoyed for so long appears at last to be on the wane. 


Three factors were mainly responsible for the increase in the liquid 


resources available to companies from around the beginning of 1952 onwards. 


More new capital was raised by issues on the market; from early in 1953 





* Here defined as excluding the public utilities, stockbrokers, other financial, local government 


authorities, churches, etc., and personal and professional groups as classified by the British & 


Bankers’ Association. 
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profits were rising; and throughout the whole three-year period—according to 
the estimates of the national income statisticlans—less capital was needed to 


finance the holding of stocks. 


During the recession of 1952 many businesses 


no doubt succeeded in reducing the volume of stocks held, and even after 
output began to rise again the absence of shortages must have permitted a 
lower ratio of stocks of certain materials to turnover than was formerly 
regarded as necessary. But any such economies achieved by industry have 
probably been offset by the increased volume of stocks held by traders, in a 
period that has been marked by so much reversion from Government to 


private trading. 


from a halt to the rise in their value. 


PRICES AND STOCKS 


The easing of the pressure of stock finance upon floating capital has stemmed 
basically not from a reduction in the physical volume of stock-holdings but 


In earlier pre-war years the rise in 


stock prices had forced businesses to set aside large sums to provide for replace- 
ment of existing stocks at higher prices; and when stock prices evened out, 











































































ADVANGCES,NEW ISSUES AND PRODUCTION, 1952-1954 
{Mn 1948-100 
+80)- ! : —!30 
-ore™~ 
a INDUSTRIAL PRODUCTION 7 > : 
a (Aignt-hand Scale) of 
7 
% v4 , 
+40}— , NEW ISSUES 110 
( rg hand Sca/e) 
+20/- CHANGES IN ADVANCES — 100 
(Left-hand “IN 
= = 
~ = 90 
. INS} | 
-20 | 
-40}- | 
-60 = 
-BO = 
| | | | | | | | 
“195I- * 1952 ~* 1953 s* 1I954—— 
== 

















38 THE BANKER 


-_—_-— 





gross current earnings ceased to be mortgaged in this way—dquite apart from 
the possibility that past reserves might not be fully required. 

During 1951 wholesale prices rose by nearly 13 per cent., and the national 
income statisticians estimated that companies required no less than £465 
millions merely to provide for the re-financing of their stocks. That is the 
highest figure recorded, but substantial sums had been required in earlier 
post-war years. The statisticians estimate that provision for stock appre- 
ciation by companies reached £440 millions in 1950, £170 millions in 1949, and 
£200 millions in 1948. But since the beginning of 1952 wholesale prices have 
been approximately stable. The financial relief to companies has been 
immense. It is officially estimated that in 1952 no new provision was needed, 
while in 1953 a fall in prices permitted a small release of funds deemed to 
have been set aside previously. No official estimates are yet available for 
1954, but it seems certain that neither the value nor the volume of stocks 
held has increased significantly, at least until the later months of the year. 

The relief accorded to private trade and industry by the halt in the rise 
in wholesale prices in the past three years has thus been a major factor in 
increasing its supply of available liquid funds; in 1952 it much more than 
offset the effects upon liquidity of the fall that took place in business profits, 
and, despite a small increase in fixed capital formation, enabled companies to 
add greatly to their liquid and other financial assets. In the past two years 
business liquidity has benefited not only from stable prices, but also from an 
upturn in profits themselves. By the middle of 1953 the recovery in profits 
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was marked, and since then it has proceeded further. The sample of accounts 
analysed by the Economist reveals the following pattern :— 


TABLE I} 
Change in profits on 
previous accounting year 


Reports received in quarterly period ended:* 
Per cent. 


December 31, 1952 sh ‘a - ea - - — 84 
March 31, 1953 7 os o a e No change 
June 30, 1953 —10 


September 30, 1953 on ws 7 ‘2 - —12 
December 31, 1953 ai on 7 - a - - 5 
March 31, 1954 va i a re aa i ac + 9 
June 30, 1954 = ne as i wi - i + of 
September 30, 1954 - : 7 ee +134 


* Reports received in any one period ntene to accounting years ending on the average at 
least three months earlier. 


It seems likely that the rate of growth in profits has slackened somewhat 
since the middle of the year; but the comparison from now on is with a year 
in which profits had already recovered from the recession of 1952. 


NEw ISSUES AND SAVINGS 


The third important factor responsible for the growth in business liquidity 
since the end of 1g51 has, of course, been the activity in new issues. The 
trend of new industrial issues over the past three years is clearly displayed in 
the chart on page 37. The boom in issues that proceeded through the 
summer “ slack ’’ season during 1954 and then rose to new peaks is strikingly 
displayed. It is in fact without precedent since the end of the war and has 
proceeded side by side with an equally dramatic boom in share values. In 
the first eleven months of 1954 the total of non-Governmental new issues 
(including, however, the offers made by the nationalized utility corporations) 
reached £453 millions. This was some £40 millions larger than the total for 
the whole of 1953 (itself the previous highest on record), despite the fact that 
the utilities’ issues were down from {228 millions to {180 millions. The 
amount of capital raised by private industry and trade stands head and 
shoulders above the figures for previous years—at {273 millions, compared 
with a total of between {160 and £170 millions in each of the four previous 
years (and with an annual average of roughly that same amount for the last 
five years before the war). 

The curve of new issues shown in the chart is based on the figures compiled 
by the Midland Bank; but it has been adjusted to exclude issues made by 
the utilities. The Midland Bank’s analysis seeks to record the amount of new 
money raised by industry; it excludes capitalizations of reserves, issues in 
replacement of existing securities, and also private placings for which no 
market quotations are obtained. It is interesting to relate the pattern to the 
trend of industrial production and of industry’s bank borrowing. To facilitate 
comparison, the issue figures have been plotted quarterly, since that is the 
frequency of the bank advances figures. These. latter figures, however, are 
dated at roughly the middle of the relevant month; since the proceeds of 
issues are usually received only after some time lag (depending on the “ spread ”’ 
of the calls), the issue figures have been plotted here a fortnight or so behind, 


rather than after, the advances’ figures. 
Perhaps the most striking aspect of the comparison is that it does not 
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show any close inverse correlation between the trend of issues-and advances. 
But when allowance has been made for the distortions and omissions (notably 
the omission of placings and private issues) and when account is taken of the 
other factors outlined above affecting business liquidity, that should give 
little cause for surprise. A study of the relationship between new issues, 
advances and production does throw some light on the pattern of business 
liquidity in the past three years. The relatively high level of new issues 
throughout the whole period has plainly been an important factor in enabling 
industry to keep down its bank borrowings despite the marked increase in its 
output. It is interesting to note in this context that two industries that have 
been foremost in expanding their output since the 1952 recession, the engineer- 
ing industry and the chemical industry, have actually been leaning less heavily 
on their bankers. By the summer of this year their total bank borrowings 
were still below the level outstanding two years before. These industries, as 
can be seen from the Bank of England’s quarterly classified analysis of 


industrial issues (which includes private placings), have been particularly § 


active in the new issue market during this period. 

In the light of this experience it is too soon to conclude that the sharp 
rise in industry’s bank indebtedness is necessarily a danger signal. The 
proceeds of the recent spate of new issues should enable the businesses con- 
cerned to improve their liquidity during the early months of 1955, and hence 
to lean less heavily on the banks than is usual in the tax-gathering season. 
But a doubt has now been raised whether industrial expansion can for much 
longer be financed mainly without recourse to bank credit. Of the three 
factors making for business liquidity in recent years, the first—the easing of 
the burden of stock finance—will give no further relief; and the second—the 
ploughing back of current profits—cannot be expected to do better (and may 
do worse) than maintain its recent proportion of the rising demand. Now, 
even aside from these influences that may increase the need for outside finance, 
the pressure of new issues themselves has combined with fears of dearer 
money to pose the question of the absorbing capacity of the market. 

In recent years finance has been readily obtainable through the market, 
and at a steadily falling cost in terms of yields offered, because of the strong 
flow of private savings—especially personal savings—and because investors 
have been prepared to reduce their own liquidity. It may be that the pressure 
upon the market owes much to seasonal factors and to exceptional congestion 
of issues. But if a more enduring trend proves to be reducing the share the 
market can take in the finance of rising production, much will depend upon 
which of the two big market props has been weakening. If the main operative 
factor is the psychological one, so that investors feel that they ought now to 
strengthen their own liquidity, an increase in the rdle of bank credit in 
industrial financing would not inject any new inflationary force into the 
economy—not, at least, in the short run. But if the weakening is occurring 
in the really fundamental prop, the flow of savings as such, creait expansion 
could become really dangerous. At this stage it is impossible to be sure 
where the major emphasis lies, but the simultaneous strong rise in issues and 
advances does raise the presumption that part of the finance supplied through 
the market really represents new bank credit at one or more remove. If this 
tendency were considerable and sustained, it would provide a rather dis- 
quieting portent. 
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Security of Tenure for Tenants 
By T. J. Sophian 


HE principal object of the Landlord and Tenant Act, 1954, which came 
"TL into force on October 1 last, is to give security of tenure to lease- 

holders of residential as well as of business premises. It represents an 
attempt to reach a permanent solution, though a compromise one, of the 
vexed question raised by the demand for leasehold enfranchisement—that is, 
the grant to a leaseholder of a statutory right to buy the freehold at the 
expiration of his lease. 

The Jenkins Committee appointed by the Labour Government had flatly 
rejected, in its majority report, any such drastic reform, but was divided on 
the question whether there should be a compromise or no reform at all. In 
these circumstances, a temporary “ standstill ’’ Act was passed—the Lease- 
hold Property (Temporary Provisions) Act, 1951—to give time for opinion to 
crystallize. The outcome of this reflection, and of an intervening change of 
Government, was the compromise plan set out in the White Paper issued in 
January.,, 1953, and now substantially embodied in the legislation passed last 
summer. Consideration of its provisions suggests that the merit of the com- 
promise, as an alternative to enfranchisement, will largely depend on the 
extent to which landlords and tenants will be prepared to come to terms in 
the granting of new leases without having recourse to the Courts. 

Security of tenure is not, of course, the only matter with which the Act 
deals. It should be observed in passing that some important amendments of 
the general law of landlord and tenant are effected by Part IV—notably the 
extension of the restrictions on the rights of landlords to enforce repairing 
covenants (Section 51) and of the powers of the Court to order the modification 
and even the complete discharge of restrictive covenants in leases (Section 52). 
Part III of the Act is devoted to what is now the sole surviving right left to 
tenants under Part I of the Landlord and Tenant Act, 1927—the right to 
compensation for improvements, of which, strangely enough, few tenants in 
the past have sought to take advantage. 

The main provisions are contained in Parts I and II—security of tenure 
for residential and business leaseholders respectively. Most public attention 
has been directed to the residential provisions, because of the high political 
content of the problem they seek to solve; but it may be more appropriate 
in this article to survey the business provisions first. 


PROTECTION FOR BUSINESS TENANTS 

The gravamen of the complaint made by the tenant trader was that on 
the termination of his tenancy the landlord sought to take advantage of the 
goodwill he had built up, and compelled him to pay a higher rent for the 
increased value of the property although the increment was substantially due 
to his own efforts. The greater the goodwill, the greater the increase in rent 
that might be demanded. 

An attempt to meet this grievance had been made by the Landlord and 
Tenant Act, 1927, by curbing the power of the landlord to increase the rent 
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in such circumstances. Not only was security of tenure, subject to certain 
limitations, conferred upon the tenant, but a ceiling was put on the rent that 
was to be payable under the new tenancy. The rental was to reflect no more 
than the normal market rental value of the premises stripped of any additions 
that might have accrued as the direct result of the tenant’s trading. In the 
course of the interpretation of these provisions in the Courts, however, a 
complicated analysis of the ingredients of goodwill was evolved, which had 
the effect of whittling down the value attributable to the tenant (and therefore 
the compensation due to him if the lease was not renewed). The procedure 
laid down by the Act, whereby claims were considered by a referee before 
coming to the Court, also made litigation very costly. 

Part II of the 1954 Act makes a serious attempt to meet these deficiencies 
of the earlier legislation, and it also has a wider scope. It applies to virtually 
all classes of trade, business, commercial and professional tenancies, including 


tenancies of premises on which any sort of activity is carried on by companies. 


or unincorporated associations, such as partnerships or clubs. All tenancies, 
whether they are periodic or for a term of years, are protected—except a 
tenancy for three months or less, unless it contains provision for its renewal 
or extension beyond three months, or unless the tenant (and his predecessors) 
has been in continuous occupation for more than six months. Landlords of 
all descriptions are subject to the Act, including the Crown and the Duchies 
of Lancaster and Cornwall and the Church Commissioners—but such bodies 
as these have the benefit of special exempting provisions (Sections 56-62). 

If the tenancy is a periodic tenancy, it will continue until some step is 
taken for its determination by the landlord or the tenant. The tenant can 
bring the tenancy to an end by ordinary notice to quit; but the landlord must 
now serve the statutory notice of termination, required by Section 25 and 
detailed in the new Landlord and Tenant (Notices) Regulations, 1954, which 
came into force on August 27 last. Even an ordinary notice to quit served 
by the landlord before the date on which the Act itself came into operation 
will not be sufficient to terminate any tenancy, whether periodic or otherwise, 
unless the statutory form has been adopted. 

Tenancies for a fixed term can now be determined only by notice. The 
tenant may determine at the normal expiry date by notice of at least three 
months (Section 27 (1)). The landlord, however, if he wishes to terminate on 
that date, must give notice of between six to twelve months, and must do so 
in the statutory form. Ifno effective notice has been given by either tenant or 
landlord, the tenancy will automatically continue beyond its normal expiry date, 
but it may be brought to an end subsequently by either party, by appropriate 
notice, as above, but the tenant’s notice must be one expiring on a quarter day. 

Once the landlord has given due notice, the tenant is entitled to make a 
request for a new tenancy; he must set out his request, and his proposals as 
to terms, in the form prescribed by the above Regulations. Moreover, where 
the tenancy is for twelve months or less, or is a yearly tenancy following 
upon a term of years and created by original grant, a tenant may take the 
initiative and make his request for a new tenancy without first waiting for 
his landlord to serve him with statutory notice of termination. If he makes 
such a request, the landlord becomes entitled to serve a counter-notice within 
two months, stating that he will oppose an application by the tenant to the 
Court, and also stating the grounds of his opposition. 
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If the parties cannot agree, the tenant may apply to the Court for the 
new tenancy, and for the determination of the rent, the length of the tenancy 
and its other terms. To obtain it, it is no longer necessary for him to prove 
that there has been a minimum five-year period of trading, or that any goodwill 
has attached or that the rental value has increased in consequence. The 
Court, it would appear from Section 29 (1), is bound to make an order for a 
new tenancy unless the landlord can establish one or other of the statutory 
grounds of opposition to the grant. These grounds include disrepair due to 
breaches of covenant, persistent delay in payment of rent, breaches of other 
covenants, the existence of suitable alternative accommodation, the proposed 
demolition or reconstruction of the premises, the intention of the landlord to 
occupy the premises for his own business or as a residerc2, and—in cases 
where the tenancy is a sub-tenancy of part of a larger building—the fact that 
it would be uneconomic to let the building in parts instead of as a whole. 

In each of the last three cases, compensation may be awarded if a new 
tenancy is refused. But the compensation is limited to the amount of the 
rateable value, unless there has been continuous occupation for the purpose 
of the business of at least fourteen years, when the compensation can be twice 
the rateable value. The Act has therefore introduced a new yardstick for the 
measurement of compensation, and has severely limited the maximum that 
can be awarded. But the new protection to the tenant lies in the improved 
prospect of obtaining a new tenancy—provided that he is prepared, in default 
of agreement with the landlord, to accept the award of the Court. In the 
matter of rent, the Court is required to assess the current market value— 
excluding any goodwill element created by the tenant or the value of any 
improvements made by him other than in pursuance of obligations contained 
in his lease. 

With a view to cutting down the expense of litigation, the system of 
sending cases to referees has been abrogated. The County Court will generally 
be the proper tribunal, since only cases involving a rateable value of over 
{500 are to go to the High Court. The hearing will be before the Court itself, 
though the Court may on its own initiative invite assessors, such as surveyors, 
to assist it in its determination. 


SECURITY FOR RESIDENTIAL PREMISES 


The provisions for residential premises are modelled to some extent on 
Part I of the Leasehold Property (Temporary Provisions) Act, 1951, which 
was aimed at conferring a temporary security of tenure on tenants holding 
under leases for terms of more than twenty-one years. Under the 1951 Act, 
however, the rent payable under the lease was immaterial—though it was 
generally expected that it would be a ground rent, or an improved ground 
rent, and accordingly would be less than two-thirds of the rateable value of 
the premises. Now, under the 1954 Act, the protection is specifically limited 
to cases where the rent is less than that proportion of the rateable value. 
Moreover, whereas under the 1951 Act the rateable value was an irrelevant 
factor, now it must be within the limits of the Rent Acts, namely, not more 
than {100 in London or more than £75 elsewhere in England and Wales. 

Indeed, the principle of qualification for the new protection is that all the 
circumstances affecting the property should be such as would have given the 
tenant security of tenure under the Rent Acts but for the fact that he was 
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paying a low rent (Section 2 (1)). Accordingly, the protection will not extend 
to tenancies of houses that, according to the circumstances, were not subject 
to control under those Acts—because, for instance, the landlord is a local 
authority or a development corporation. In certain circumstances, set out in 
Section 19 (2), the protection will extend to periodical tenancies as well as 
those for fixed terms, but is then subject to the provisions of the Fourth 
Schedule. 

In general a tenancy within Part I will automatically continue after its 
normal date of expiry, or, if it is a periodic tenancy within Section 19, after 
the first date subsequent to October 1 last on which the tenancy could in the 
ordinary way have been brought to an end by notice to quit given by the 
landlord. Each such date is referred to as “‘ the term date ”’. 

Either the tenant or the landlord may determine the tenancy. The 
tenant must serve at least one month’s notice on his landlord, whether he 


desires to determine the tenancy on its term date or at any subsequent date : 


(Section 5). The tenant’s notice is not required to be in any prescribed form, 


but the landlord’s notice must be in Form 1 or Form 2 of the new Regulations, 3 


>”? 


according to whether it is one “‘ proposing a statutory tenancy ”’ or one “‘ to 


resume possession ”’, 

A landlord who is willing that the sitting tenant should continue in occu- 
pation, but at a proper rent and on proper terms and conditions, will elect 
to serve the former notice. Thereupon, if the parties cannot agree, the Court 
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will prescribe the terms on which the tenant should continue in occupation, 
and this statutory tenancy will be one to which the Rent Acts will apply. 
The landlord accordingly will not be able subsequently to obtain possession 
from any such statutory tenant, unless he can establish one or other of the 
grounds (see Section 3 and the Schedule to the 1933 Rent Act, as modified 
by Section 6 (4) of the Act of 1954) entitling a landlord to obtain possession. 

Among the matters that are required to be considered in settling the terms 
of this new statutory tenancy are not only the rent and the covenants, but the 
execution of initial repairs at the commencement of the tenancy. The Court 
will have to determine, in the absence of agreement, what repairs, if any, have 
been necessitated by the default of the tenant, and then the sum payable to 
the landlord in respect of the cost of their execution—the “ payment for 
accrued tenant’s repairs ’’ as it is described in Section 8 (1)—and how this 
payment should be discharged, whether in instalments or otherwise. Further- 
more, the Court in the absence of agreement may have to determine whether 
the landlord or the tenant should carry out these initial repairs, or some, 
and which, of them. 

The First and Second Schedules of the Act are devoted to numerous details 
in connection with initial repairs. The question of the execution of other 
repairs during the currency of the statutory tenancy will also be an important 
matter that may engage the attention of the Court. 

If the landlord seeks possession and does not desire to create this new kind 
of statutory tenancy, he will serve the tenant with the statutory notice to 
resume possession. But he will not obtain possession unless he can establish 
one or other of the statutory grounds set out in Section 12 and the Third 
Schedule of the Act, which are largely based on the First Schedule of the 
1933 Rent Act. The landlord will, however, be entitled to possession if the 
premises are required for the purposes of redevelopment and such redevelop- 
ment necessitates demolition or reconstruction of the whole or a substantial 
part of them. 

These conditions, it should be noted, should be distinguished from those, 
already mentioned, that apply where the landlord seeks to terminate a 1954 
type statutory tenancy. If, where no such tenancy has been created, the 
landlord fails in his claim for possession, it will be open to him to avail himself 
of the alternative offered by Section 14 (3), if he acts promptly; for within 
one month of the final disposal of his application for possession, he will be 
entitled to serve a fresh notice, which this time will have to be one proposing 
a statutory tenancy, and in this way he will be enabled to have the existing 
terms of the tenancy reviewed. 

As a corollary to the protection afforded to tenants of Rent Act properties 
who would otherwise be excluded because their rent is less than two-thirds 
of the rateable value, Section 15 of the Act extends protection to sub-tenants, 
who though protected against their immediate landlord, would otherwise be 
unprotected against a superior landlord by reason of the rent of the superior 
lease being similarly at less than two-thirds of the rateable value. Such sub- 
tenants were left unprotected as the result of the Knightsbridge Estates 
decision (1950) 2 K.B. 228. Protection was, however, afforded to them by 
Section 7 of the Leasehold Property (Temporary Provisions) Act, 1951, and it 
is renewed with certain modifications by the new Act. 
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Some Facts about Tap Treasury Bills 
By Edward Nevin 


HE information published by the monetary authorities about the dis- 7 
position of official funds as between various types of securities is notori- 7 
ously sparse. This is a lamentable state of affairs, since these funds ~ 
have attained such vast dimensions in recent years that they have become a | 
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key factor in relative interest rates. No reasonably well-informed judgment 7 
of gilt-edged movements can be made without some knowledge of the shifts © 


that are occurring in the disposition of assets held by the various official or © 
semi-official funds (the Issue Department, Exchange Equalization Account, 7 
overseas sterling accounts, and so on) which now constitute so important an 


element in the British credit system. 


Treasury bills issued “‘ through the tap”’ to official accounts have long 7 
been an important receptacle for the resources of such funds, and since the 7 
nineteen-thirties unofficial calculations of the outstanding volume of such 7 
bills have been regularly published, calculations that are based on the simple 7 
but effective dodge of totalling the allotments of Treasury bills at the public | 


tenders for thirteen consecutive weeks and subtracting the total so obtained 


from the published figure of total Treasury bills outstanding. Apart from | 
this, the only further insight gained by outsiders into the operation of the | 


tap bill system has been that obtained from occasional hints and shrewd 
guesses by well-placed commentators in the financial press. The object of 
this article is to indicate a little fairly systematic information about tap bills 
that may be gleaned after a certain amount of groping amongst the official 
financial returns. 

Exchequer returns disclose total gross receipts from the issue of Treasury 
bills, week by week and cumulatively through the financial year.* The 
amounts raised by the issue of tender bills can, of course, be calculated from 
the weekly tender returns, so that it is a.comparatively simple matter to 
calculate the amount of new issues each week, or each year, of tap bills—i.e. 
the difference between the total receipts from bill issues and the published 
allotments of tender bills over the period concerned. The gross amounts of 
Exchequer receipts from the issue of tap bills between 1932-33 and 1953-54, 
calculated in this way, are shown in column I of the table on page 4g. 





At first sight, it might seem that this method of calculating the allotments 


of tap bills would provide an alternative method of estimating the total 
volume of tap bills outstanding. Just as the moving thirteen-weeks’ total of 
tender bills allotted has yielded—certainly since the adoption of a standard 
g1-day bill—a very reliable figure for the volume of tender bills outstanding 
each week, so it might appear that the weekly allotments of tap bills, if totalled 
over successive periods, would give a total for tap bills outstanding. But 
this would be so only if the life of tap bills were both known and constant, 
whereas in fact their life is neither known nor constant. It is certainly not 
the thirteen weeks of tender bills. During the thirteen weeks June 6 to 





* Not to be confused with receipts net of repayments of maturing bills. Gross receipts and 
gross repayments are shown separately; only the former total is used here. 
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September 4, 1954, for example, total Exchequer receipts from bills amounted 
to £7,107 millions; receipts from tender bills were £3,250 millions, giving a 
figure of £3,857 millions for tap bill issues over the period. The total volume 
of tap bills outstanding at the later date, however, was only {£1,596 millions 
__Jess than half as much. 

AVERAGE LIFE OF TAP BILLS 


Now it is clear that what may be called the “ residual ’’ method of calcu- 
lating the volume of outstanding tap bills yields a total to which a moderate 
degree of reliability may be attached. The volume of outstanding tender 
bills can be fairly accurately calculated, and its subtraction from the official 
total for all outstanding bills must result in a more or less correct figure for 
outstanding tap bills. At the same time, the method of calculating allotments 
of tap bills outlined above is also reliable, since the difference between total 
bill receipts and tender allotments must equal tap bill allotments. Since the 
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life of tap bills is known to vary, however, there is no way in which allotments 
over preceding weeks can be related to the volume outstanding at any given date. 
Nevertheless, the two sets of calculations—the total allotments over a 
period and the average total outstanding over the period—can together give 
some rough indication of the average life of tap bills. The allotments of tap 
bills during a given year, for example, can be compared with the average 
volume outstanding over the relevant twelve-month period. During, say, 
April and May of a financial year, the volume of outstanding bills will be 
largely influenced by bills issued towards the end of the previous financial year. 
It seems advisable, therefore, to compare the allotments of tap bills during 
a financial year with the average outstanding during the twelve months from 
June of that year to May of the following year. By expressing the latter as 
a fraction of the former, a rough indication should be obtained of the average 
effective life of the bills issued during each financial year. 
The estimated lives that result from this process are shown in column 3 
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of the table. It will be seen that tap bills have run for consistently less— 
sometimes considerably less—than three months. In the years immediately 
before the war, for example, the average tap bill seems to have run for only 


six or seven weeks. During the war years, by contrast, the maturity of the © 


average tap bill lengthened to about eleven weeks, while some shortening 
again appears to have occurred in the post-war years.* 


Relatively short average maturities such as these could be due either to 7 
the issue of tap bills with a three-months’ nominal maturity and their con- © 
sistently premature repayment, or to the issue of bills with fixed or varying © 
maturities of less than three months. The effect is, of course, the same— 
the turnover of tap bills is considerably greater than that of tender bills. 7 
There are (or, rather, were) two main factors operating here: on the one hand, 7 
the activities of the British monetary authorities, and on the other hand the 
movements in the overseas sterling balances. The latter influence was opera- | 
tive during the period 1941-51, when certain owners of sterling balances agreed 7 
to invest their funds in tap bills. This factor probably explains the relatively § 
long life of tap bills during the war years and especially 1944-46, when the © 
sterling balances concerned had become very large and therefore influenced to © 
an increasing extent the average maturity of all tap bills. On the other © 





* The fact that tap bills do not have a three-months maturity necessarily implies that the & 


period June-May may not be the most appropriate one for calculating the average volume out- 
standing. What is the most appropriate period can be known only after the average maturity 


of tap bills is known, and this appears to be a quite impregnable circle. The use of the average 
during June-May, however, seems unlikely seriously to distort the results; the use of an eleven- | 


month (June-April) average introduced virtually no change in the average maturities. 
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hand, in the post-war years some of these balances have at times been sub- 
stantially run down, even when a net growth was occurring in the sterling 
balances as a whole. Overseas tap bill holdings have therefore tended to 
weight the overall average less heavily; more important, the drawing-down of 
the balances may possibly have involved the repayment of tap bills in advance 
of their nominal maturity dates. The ending, after the change in monetary 
policy in November, 1951, of the arrangement whereby these balances were 
invested in tap bills is certainly the major explanation of the fall of nearly 
{5,000 millions in tap bill allotments between 1951-52 and 1952-53.* 


TAP TREASURY BILLS, 1932-53 





Average Total Average 
Year Ended Total Tap Bills Average Rate Paid 
March 31 Tap Bills Outstanding, Life in on Tap 
Issued June-May Weeks Bills 
(£mn.) (£mn.) (% 
(1) (2) (3) (4) 

1933 1,334 239 9 O.33 
1934 1,987 376 10 O.17 
1935 2,110 409 10 0.22 
1936 1,817 321 9 0.16 
1937 1,239 187 8 0.21 
1938 1,853 281 8 0.16 
1939 3,028 423 7 0.21 
1940 5,673 654 6 0.64 
1941 7,664 1,175 8 0.55 
1942 8,711 1,614 10 0.56 
1943 10,235 1,764 9 0.73 
1944 9,115 1,952 II 0.80 
1945 10,444 2,257 It 0.94 
1946 11,398 2,425 II 0.68 
1947 13,412 2,531 10 0.46 
1948 14,345 2,549 9 0.46 
1949 14,056 2,361 9 0.43 
1950 12,371 2,079 9 0.44 
1951 11,587 1,873 8 0.44 
1952 13,819 2,032 8 0.42 
1953 4 + 9,112 I,50I 9 0.66 
1954 oo te 11,739 1,439 6 0.83 


Sources: Finance Accounts of the United Kingdom and weekly Treasury bill returns. The 
average volume of outstanding tap bills has been calculated for 1932-39 from Paish, 
“Twenty Years of the Floating Debt ’’, The Post-War Financial Problem and other 
Essays (Macmillan, 1951), pp. 218-19, and for 1940 onwards from averages published 
in the London and Cambridge Economic Service Bulletin. Where averages are not avail- 
able for some months, as is the case from 1951 onwards, annual averages are based on 
those of the remaining months. 

The activities of the domestic monetary authorities can apparently affect 
the average maturity of tap bills in two ways. First, a purchase by the 
“ departments ”’ of new issues or quoted securities will usually involve switching 
out of tap bills. Unless the encashment of these bills could be achieved 
entirely through current maturities, the process would require the premature 
cancellation of bills. The second, and probably more important, factor in 
this context is, of course, the Exchange Equalization Account. Gold pur- 
chases by the Account are financed by the running-down of tap bills previously 
issued to it, and gold sales permit a renewed take-up of tap bills. In certain 
circumstances a high turnover of bills can be caused at a time when gold 
reserves are stable or declining. This factor is probably the major explanation 


* Some further facts about this major change in tap bill policy are given in an editorial note 
on page 4 of this issue.—Eb. 
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of the relatively short life of tap bills in both the pre-war and the post-war years, 


DiscouNT RATE ON TAP BILLS 


Together with the information published annually in the Finance Accounts, : 
the preceding estimates of tap bill issues permit a calculation of the average 7 


rate paid on tap bills.* The Finance Accounts show the total interest pay- 


ments on Treasury bills each year. It is simple, if laborious, to calculate the 7 
interest paid each year on tender bills—by relating the officially-published © 
weekly average tender rate to the weekly allotments, and dividing the resultant © 
year's total by four to allow for the fact that each bill runs for only three 7 


months. If this amount is then subtracted from the total payments on bills, 


the remainder is the interest paid each year on tap bills. To calculate the | 


average rate this sum is expressed as a percentage of the year’s total of tap bills 
issued. The outcome of this rather complex-sounding but essentially simple 
operation may be seen from column 4 of the table. The relative movements 


of tender and tap bill rates over the past twenty years are shown in the 2 


accompanying chart. 


Since tap bills are normally held only by agencies of the Government © 


itself, it is not surprising that the rate paid on them should have been con- 
sistently lower than the tender rate. It is interesting to note that even the 
low rate paid on tap bills during the 1930s tended to fluctuate in sympathy 
with the market rate. The low rate itself may conceivably have been the 
outcome of a zero rate on bills issued to the Exchange Account and a rate 


closer to that paid on tender bills earned by other tap bill holders. It has in} 


fact been suggested that interest was not paid on Exchange Account bills 


during the 1930s,} but there is reason to believe that the Exchange Account 


is certainly paid interest on its bills at the present time. 
Parallel with the development of tap bill maturities, a significant change 


occurred in the relationship between tap and tender rates during and after | 


the war. From 1941 onwards, the two rates moved progressively closer 


together, the initiative being entirely with the tap rate. From 1044 onwards, § 


indeed, the two rates were so close together as to be practically identical. 
Once again it is not difficult to relate this to the progressively greater import- 
ance during the war years, and the continued importance in the post-war 
vears, of the sterling balances held in the form of tap bills. The overseas 
monetary authorities concerned may not have been prepared to retain these 
funds in tap bills for as little monetary inducement as was sufficient for, say, 
the Issue Department. If one postulates that “‘ domestic ” tap bill holders— 
British Government departments or agencies 
stantially below the tender rate, as was the case before the war, the closeness 
of the two rates between 1944 and 1950 would indicate that overseas sterling 
holders were being paid on their tap bills a rate of interest virtually identical 
with—or, at least, not much less than—the current tender rate. 





The departure of overseas funds from the tap bill market after 1951 evi- & 


dently explains the marked widening of the gap between the two rates after 
that year. Presumably the two series will now revert to their pre-war 
relationship—the tap rate fluctuating in sympathy with the tender rate but 
at a respectful distance below it. 


* Interest payments on Treasury bills are apparently recorded in Government accounts as 
being paid at the actual date of allotment rather than at the date of repayment. 
t See Paish, loc. cit., footnote to p. 216. 
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vr Midland Bank, Waterloo Street, Birmingham 
ter policemen and other public utilities. Yet this spirit is apparent in this 
val Waterloo Street branch of the Midland Bank. The building is interesting 
ut @ also for its highly successful treatment of a corner site with two flanking 
__§ elevations. Variety and interest are imparted by the use on the Waterloo 
; as 





Street side only of a triangular pediment; on the elevation in Bennett’s Hill 
the cornice is unbroken. 
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American Review 


HE fresh upward twist in Treasury bill rates to 1.247 per cent. in mid 
December, the highest point reached since January, 1954, attracted consider. 


able attention on both sides of the Atlantic. It has been interpreted as any 


indication of a perceptible shift in United States monetary policy in view of the 


quickening pace of industrial activity and the continuing speculative activity on® 
Wall Street. This firming up of money rates, in New York as in London, does 


however, contain an evident seasonal ingredient. There is normally a hardening 
of short-term rates towards the turn of year; cash payments are unusually heavy 
and the note circulation reaches its seasonal peak. The Reserve Banks are usually 
unwilling to supply by open market operations all the reserves needed, becausel® 
they know that the strain will be replaced by easy credit conditions immediately 
after Christmas, when more than $1,000 millions of notes usually return fromy 
circulation. Pe 

There is no reason to suppose that the easy money policy is to be reversed 
nor would any such abrupt change be justified. Despite its sharp increase inf® 
November, by 2.4 per cent., industrial production has still recovered, on a ay 
seasonally adjusted basis, less than half-way from its nadir last spring towards 
the peak reached in July, 1953. There is room for question, however, whethej™ 
Wall Street has overstepped the mark. The market has, indeed, enjoyed one off 
the steepest bull movements on record. Values have risen by over 50 per cent 
in little more than a year and yields on first-class industrial stocks have been 
forced down to the low level of 4} per cent., against a high point of almost 6 peje 
cent. obtainable at one time in 1953. Moreover, turnover has shown a sub 
stantial expansion in recent weeks and the general broadening of public interesi™ 
in stock values has inevitably brought reminiscent tales of the 1928-29 boom—andy 
collapse. It is a position that could, conceivably, become dangerous given @ 
continuance of easy money, which has certainly played no small part in the market’## 
advance. 

But while there does seem to have been a significant broadening of the public’§™ 
belief that economic growth will bring constant and near-automatic gains in equity) 
values, it is by no means apparent that there has been anything like a return to the 
care-free exuberance of the late ’twenties, when stock yields were reduced to quite” 
negligible levels, and when the pyramid of bank credit was absurdly high. There 
has been no more than a minor flurry in the more speculative stocks and the volume 
of market credit is certainly still modest in the light of the current market valuation 
The Reserve Board has moreover no need to reverse the engines of its money 
policy merely to damp down speculative fervour on Wall Street; it can simply raisqy 
margin requirements. The maximum credit that can be extended by brokers fom 
market operations is now fixed at 50 per cent., and the Reserve Board has the 
power to reimpose the strictly cash basis that prevailed during 1946-47. Shoul 
the present market strength and activity continue far into the New Year, it is by 
no means unlikely that this step will be taken. In such circumstances, it would als 
be reasonable to expect that the Reserve Board would move to prevent undue east 
‘:n the money market. But this would probably do little more than reduce tht 
banks’ so-called ‘‘ excess’’ reserves some way below the level of $600-$800 
millions that has been sustained, with no more than temporary interruptions 
since the spring; the banks would thus be left with reserves still adequate fo 
day to day transactions. 

Not all the indicators point to expansion. Production is rising, under tht 
lead of the steel and motor industries, and personal spending was expected t 
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reach new peaks in the closing weeks of 1954—retail sales certainly appear to have 
recovered to an extent that is not attributable to Christmas buying alone. Re- 
stocking in the New Year is also expected to reinforce this recovery. But capital 
expenditures by businesses are still expected to fall. The latest survey estimates 
that expenditure on plant and equipment will fall from $6,894 millions in the last 
quarter of 1954 to $6,096 millions in the first three months of 1955, a seasonably 
adjusted rate 24 per cent. below business investment in 1954 as a whole and over 
8 per cent. below the peak level of 1953. There is moreover still some slack in the 
labour force, despite the fact that unemployment fell again in October, by 358,000 
to 2,741,000. No precise budgetary pattern has been laid down for 1955-56, but 
there is general agreement that, on a strictly cash basis, no major Treasury deficit 
is likely toemerge. Road and building programmes should provide some industrial 
stimulus; but, all factors considered, recent suggestions that the authorities, in 
their fiscal or monetary policies, may soon feel it necessary to exert a restraining 
hand appear premature. It is being widely emphasized that the pace of tech- 
nological progress over the past year or so has been so great that the American 
economy could clearly sustain an appreciably higher level of demand without the 
danger of expansion getting out of hand. In short, while the economic indicators 
continue to point to recovery at a fair pace, there is no sign at present that the 
American economy will be over-extended in 1955. 


American Economic Indicators 








1954 
195% 1952 1953 
Aug. Sept. Oct. Nov. 
Production and Business: 
Industrial production (1947-49= 100) 120 124 134 123 12 126 129 
Gross private investment (billion $).. 58.6 52.5 54-4 — 45-3 — — 
New plant and equipment (billion $).. 25-6 26.5 28.4 = 27.0 ~~ — 
Construction (million $) ‘4 -. 2,574 2,604 2,904 3,114 3,153 3,106 3,177 
Business sales (billion $) 44.5 45-6 48.8 46.7 47.0 46.5 — 
Business stocks (billion $) 3 =77:%t @&.t Wt 8 «6S — 
Merchandise exports (million $) 1,164 1,098 1,312 1,154 1,108 1,274 — 
Merchandise imports (million $) 914 803 906 824 781 764 — 
Employment and Wages: 
Non-farm employment (million) 53-9*% 54.5* 55-.2* 55.3 54-6 54.9 55.6 
Unemployment (000s) a 1,879* 1,673* 1,524* 3,245 3,09 2,741 2,893 
Unemployment as % labour force soe 63.97" 247 $8 4.8 4.2 4-5 
Hourly earnings (mfg.) ($) 1.59 1.67 1.77 #+~+1.79 #«:+11.8t #+%&«-4.81r 1.82 
Weekly earnings (mfg.) ($) .. 64.71 67.97 71.57 71.06 71.86 72.22 72.98 
—— ty - High = 535 63 28 
Moody commodity (1931 = 100) plat 451 io 389 } 405 404 407 410 
Farm products (1947-49 = 100) : 113.4 107.0 97.0 95.8 93.6 93.1 93.I 
Industrial (1947-49 = 160) ‘ II5.9 113.2 I14.0 114.4 114.4 114.5 114.6 
Consumers’ index (1947-49 = 100) III.O 113.5 114.4 115.0 114.7 114.5 — 
Credit and Finance: 
Bank loans (billion $) .. - 57-7 64.2 68.3 66.4 67.2 67.8 — 
Bank investments (billion $) .. 4.9 277.4 St 28 Ws as — 
Bank loans (weekly) (billion $) 21.6 2%4 23:4 20.8 28:0 28:0 98:4 
Consumer credit (billion) 23. 25.7 283.9 2.7 2.9 2.0 — 
Treasury bill rate (%).. 1.55 1.77 1.93 0.89 f.01 0.99 0.95 
U.S. Govt. Bonds rate (%) 2.57 2.68f 3.16 2.60 2.64 2.65 2.68 
Money supply (billion $) es .. 189.8 200.4 205.8 206.3 207.7 211.4 — 
Federal cash budget (+ or —-) (mill. $) +1,244 -1,641 -6,159 — -4,800 —- — 


Notes.—Latest figures are preliminary or estimated. For 1951-53 actual totals are shown for 
construction, equipment and other domestic investment. Business sales and stocks, money 
supply, bank loans and consumer credit show amounts outstanding at the end of the period. 
Moody’s spot commodity index shows high and low, 1951-53, and end-month figures last year; 
other commodities show monthly averages. Investment figures, 1953, are quarterly and at 
annual rates. Weekly bank loans are derived from partial returns only. Budget figures are 
cash totals 1951-53 and also quarterly for 1953. 

* Old basis. t Old series. 














THE BANKER 








ee aa a ee EE 


International Banking Review* 


Australia 


HE Federal Minister of Trade and Customs, Senator Neil O’Sullivan, has 
\i:ited Loncon for discussions on trade and financial problems with British 
Ministers. He has pointed out that it had been calculated that every fall of 1d. 
per pound in the price of wool meant a drop in Australia’s exchange earnings of 
£A.5 millions per annum. (World wool prices have fallen by about 17d. per Ib. in 
the second half of 1954.) Mr. O’Sullivan stated that if wool prices continued to 
fall it would be necessary to reduce imports further—-unless arrangements could be 
made to float a loan. The opening of the main wool export season has, indeed, more 
or less halted the previous rapid decline in Australia’s external reserves; but there 
have been no signs yet of the seasonal recovery usually achieved at about the turn 
of year. 

A mission from the World Bank has visited Australia and expressed satisfaction 
with the results accomplished with the loans totalling $204 millions made by the 
bank for the Cevelopment of the country. It was also indicated that the bank 
would be wil ing to discuss a further loan to Australia. 

The dowr.wird movement in prices recorded in the second quarter of 1954 was 
continued in the summer quarter. At the end of September the cost-of-living 
index was, for the first time in eight years, at the same level as a year before. 

The Government’s combined cash and conversion operation, which aimed to 
raise {A.5c millions of new cash to finance State capital projects, was not altogether 
successful. It was under-subscribed by £A.13 millions. The partial failure of the 
operation has been attributed to the stringency in the capital market produced by 
the Government's credit restrictions. 

An offer of $25 millions of 3? per cent. 15-year bonds on the New York market 


was, in contrast, fully subscribed within a few hours. The proceeds of this opera- 


tion are to be applied to the repayment this month of a 5 per cent. loan raised in 
New York thirty years ago. Originally the 1925 issue totalled $75 millions, but 


sinking fund purchases and redemptions have since reduced the amount out- & 


standing to just under $30 millions. 


Brazil 


Brazil is again experiencing an acute shortage of sterling. This follows primarily 


from a falling-off in exports to Britain; the upshot has been that after making 


provision for payment for essential oil supplies and for the discharge of Brazilian © 
commitments under the inter-Governmental agreement on Brazil’s commercial © 
debts there has been little exchange available to finance new purchases from Britain. © 
No sterling has, therefore, been released for some time at the auctions of exchange § 


for imports. 

Brazilian importers of United Kingdom goods claim that the sterling shortage 
is due at least in part to the fact that, owing to the ability of German traders to 
secure cheap cruzeiros through the clearing account machinery and thus to obtain 
Brazilian goods at prices below those paid by other countries, Britain is satisfying 
its requirements of Brazilian produce out of purchases made by Germany and 
re-shipped to the U.K. It is hoped that now that the British Government has with- 
drawn its objections tothe utilization of blocked cruzeiros held by British concerns 
for purchasing goods from Brazil, direct shipments to Britain will increase and 





* News of United States banking appears in ‘‘American Review’’ (page 52). Brief editorial 
discussion of particular items of international banking news appears in ‘‘ A Banker’s Diary © 
(pages 1-6 in this issue). 
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that the commercial arrears from which these balances arise will be speedily cleared. 
Previously holders of such balances were required to wait their turn for repayment 
within the terms of the inter-Governmental agreement. 

As a measure to counter inflationary pressure the Government has ordered an 
increase in the proportion of bank deposits that must be frozen in the hands of the 
central banking organization, to 14 per cent. of sight deposits and 7 per cent. of 
fixed and notice deposits exceeding 90 days. But the increases will apply only to 
banks whose deposits exceed the highest levels attained prior to October 30, 1954. 

The Ministry of Finance has announced that a group of United States banks has 
granted Brazil a loan of $200 millions, to be guaranteed by gold deposited with the 
Federal Reserve Bank of New York. The loan is redeemab!te in five years and 
bears interest at 2? per cent. A part will be used to repay the credit of $160 millions 
granted to Brazil by the Reserve Bank in October. 


Canada 


It has been announced that the British Newfoundland Corporation is considering 
a hydro-electric project that would cost in its first phase between Can. $150 millions 
and Can. $250 millions. The corporation was formed by a syndicate of British and 
Canadian interests last year to explore and exploit certain areas in Newfoundland 
and Labrador. The syndicate is headed by the London merchant banking firm of 
N. M. Rothschild and Sons and now has a total membership of twenty-seven 
concerns. 

The Canadian Bank of Commerce is making additional shares of capital stock 
available to stockholders at Can. $27 per share on the basis of one new share for 
each four shares held. The effect will be to raise the paid-up capital from $30 
millions to $374 millions and the ‘‘ Rest Account’ from $12? millions to $633 
millions. 

Tentative plans have been announced for the fusion of the Bank of Toronto and : 
the Dominion Bank. The two institutions have combined assets totalling Can. ' 
$1,100 millions. The Government has already given its consent to the amalgama- 
tion proposals, which now await the approval of the stockholders. The new bank. 
would be called the Toronto-Dominion Bank, and the directors of the two existing 
banks would form the board of the new joint institution under the chairmanship of, 
Mr. B. S. Vanstone, president of the Bank of Toronto. Stockholders of the Bank of 
Toronto will receive shares of the new institution in the proportion of four shares for 
every three now held, and stockholders of the Dominion Bank new shares in the 
proportion of one for one. 


Egypt 

It has been announced that the annual release of £10 millions from Egypt’s 
blocked sterling balances provided for by the financial agreement of 1951 will be 
made in 1955 at the beginning of the year. The Finance Minister, Dr. Kaissuny, 
has stated that the early release will enable Egypt to plan its 1955 imports from 
the sterling area well in advance. He pointed out that Egypt would be entitled 
to a further release of £5 millions from the blocked balance if its free sterling hold- 
ings fell below £45 millions in 1955. Recently these holdings have been standing at 
a little above £30 millions. 

It has been announced that a scheme for improving the Suez Canal by widening 
and deepening the channel is to be set in motion at the beginning of 1955. 


France 


The Bank of France reduced its Bank rate from 3} to 3 per cent. at the beginning 
of December. This was the second reduction made in 1954, the first being from 34 
to 3} per cent. in February. It was described by the Finance Minister, M. Faure, 
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as a further step in the cheap money policy pursued by the French Government 
since October, 1953. In addition to the cuts in the Bank rate, the authorities have, 
within the framework of this policy, secured a reduction in certain banking com- 
missions and have abated taxes affecting bank credit. 

It has been indicated that the official decision to make the further cut in the 
Bank rate at this time was partly attributable to recent signs of an improvement in 
conditions in the money market and in the external payments balance. 

The special import tax imposed in April on imports freed from quota restrictions 
has been reduced from a range of 10-15 per cent. to a range of 7-11 per cent. 


Germany 


Additional funds for granting credit for exports are to be made available 
through the German Reconstruction Bank, a semi-official organization working 
under the supervision of the Ministry for Economic Co-operation. The immediate 
aim is to place an additional DM.100 millions at the disposal of the bank out of 
resources held by the Social Insurance Funds and similar bodies. It is hoped that 
this will help to ease the present shortage of export credit. 

A meeting of creditors’ and debtors’ representatives held in London at the end 
of November decided to bring the agreement on the standstill debts to an end, now 
that all but a small proportion of the standstill debts covered by the international 
agreement on German Debts concluded in 1952 have been repaid. It was decided 
that all credits maturing after the beginning of December would be repayable, and 
that where arrangements were made for renewal the transactions would fall outside 
the scope of the inter-Governmental agreement. Special arrangements were made 
to preserve claims arising from debts owed by persons resident in Eastern Germany, 
and from certain other credits that have not been or cannot be repaid. 
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Further relaxations in exchange restrictions were announced at the beginning of 
December. Payment may now be made for German goods in any currency, or in 
deutsche marks from the clearing account in any country with which Germany has a 
payments agreement. The broad effect of the new arrangements is to make the 
German mark fully transferable for all countries except those in the dollar area. 


India 


It has been announced that the first chief general manager of the Industrial 
Credit and Investment Corporation of India will be Mr. P. S. Beale, who in January 
is resigning his post as Chief Cashier of the Bank of England. The I.C.I.C. is 
being formed with the support of the Indian Government to provide finance for 
the stimulation and development of private industrial enterprise in India. Autho- 
rized capital will be equivalent to £18.8 millions, of which {2.6 millions will be 
issued at the outset. The purposes and finance of the Corporation are discussed 
further in an article on page II of this issue. 

The Finance Minister, Mr. Deshmukh, has stated that the Government wants 
the majority interest and control of all future foreign investments in India to be 
in Indian hands. He said that no special facilities have been given to foreign 
interests for investing money in India. 


Indonesia 


The Indonesian Minister of Finance has announced that credits to facilitate 
the purchase of capital goods have been obtained abroad to a total value equivalent 
to about £32 millicns. He listed France, the Netherlands and Western Germany 
among the countries that have made credits available. 


Iran 

It has been stated that the British Bank of the Middle East, which closed down 
its remaining offices in Iran in 1952, does not regard the achievement of the settle- 
ment between Britain and Iran on the oil question as having cleared the way for the 
resumption of its former business in Iran. It has been pointed out that although the 
ruling by the Iranian Government in 1951 that the bank could not transact foreign 
exchange business in Iran was the final cause of the closing of the bank’s Iranian 
offices, restrictions on foreign banks had for some years made their profitable 
functioning almost impossible. Until, therefore, these restrictions are modified, 
it is not thought probable that the British Bank of the Middle East, or any other 
British eastern exchange bank, will consider re-opening in Iran. 


Israel 

The plans on which the Israeli Government has been working for some years 
past for the creation of a central bank have now been put into operation. The new 
institution has taken over the supervision of the note issue, and of Governmental 
loan operations, tasks formerly handled by the country’s leading commercial 
bank, the Bank Leumi le-Israel. 

The new central bank has also power to undertake all types of monetary opera- 
tions for implementing the Government’s financial policies, and will act as the 
Government’s sole banker and fiscal agent. But where principles of monetary policy 
are concerned it will be able to act only with the approval of the Government. It 
may deal only with the Government, the commercial banks and certain other 
specified institutions of a semi-official type, and not with the general public. 


Japan 

lollowing the resignation of Mr. Yoshida, Mr. Hatoyama, leader of the 
Democratic Party, has been appointed Prime Minister. Mr. Ishibashi, formerly 
Finance Minister, has become Minister of International Trade and Industry, while 
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the post of Finance Minister has been filled by Mr. Ichimada, Governor of the 
Japanese central bank. 

The new Premier has stated that the United States has no need to fear that his 
Government would seek to draw Japan close to the Soviet Union and China 
economically or politically. It has, however, been made known that in view of the 
difficulties that have recently been experienced in developing the export trade, the 
new Government would welcome opportunities of expanding trade with China and 
the Soviet Union. 


Netherlands 


The annual survey of economic conditions in the Netherlands prepared by the 
Organization for European Economic Co-operation asserts that the economic 
progress of recent years has enabled the Netherlands to undertake to participate in 
any general move to full convertibility. The report points out that to a very great 
extent discrimination against dollar imports has already been discontinued, and 
suggests that the success of the country’s export trade demonstrates that its 
products are highly competitive in both the dollar and the non-dollar areas. It 
considers that the further rise in wage rates in September, 1954, should ensure that 
in 1955, as in 1954, available resources are fully utilized. The report considers that 
in view of the restraint practised in recent years, it seems appropriate that con- 
sumption should receive an increasing share of available resources. 

It has been disclosed that, as a result of the large increase in imports from the 
United States that has followed the removal of most remaining restrictions on dollar 
spending, a small deficit has emerged in the country’s dollar accounts. 


New Zealand 


The Reserve Bank’s re-discount rate was raised from 3} to 4 per cent. in the last 
week of November. The adjustment followed an increase from 1} to 33 per cent. in 
April, 1954. It has also been announced that, with effect from the beginning of 
December, 1954, the trading banks are being required to maintain with the Reserve 
Bank balances of not less than 25 per cent. of their demand liabilities and 12} per 
cent. of their time deposits. This restores the reserve ratios to the levels from which 
they were temporarily lowered at the beginning of September, 1954. These tighter 
monetary measures are intended to forestall inflationary pressures and protect the 
balance of payments, which has been made the more vulnerable by the recent 
relaxations in import controls. 


Pakistan 


A suggestion by the Pakistan Government that the United States should send 
an investment mission to Pakistan has been accepted, and arrangements have 
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been made for a group of U.S. industrialists, financial experts and bankers to visit 
the country early in 1955. Its main aim will be to explore possibilities for the 
investment of capital in Pakistan industry. It has been indicated that facilities for 
capital investment in excess of those now generally available to foreign capitalists 
may be offered to members of the mission. 

The export incentive scheme introduced to encourage the sale of certain Pakistan 
products in June, 1954, has been extended to cover a wide range of goods. Under 
the revised scheme exporters are allowed to retain between 20 and 30 fer cent. of 
foreign exchange earnings for use in payment for certain imports. 


South Africa 
A Government re-shuffle following the resignation of Dr. Malan has resulted in 
the appointment to the post of Prime Minister of Mr. Strijdom, formerly Minister 
of Lands. Mr. Havenga, the Union’s Finance Minister, and an unsuccessful con- 
tender for the Premiership, has decided to retire from political life; his place has 
been taken by Mr. Louw, formerly Minister for Economic Affairs. 
The new economic prospect is discussed in a contributed article on page 25. 


Switzerland 


A group of three Swiss banks has arranged to issue a 15-year Swedish loan of 
Swiss Frs. 60 millions on the Swiss capital market. The loan is being offered at par 
and is to bear interest at 3? per cent.; a similar loan for a total value of Sw. Frs. 50 
millions was successfully launched in April, 1954. Swiss banks have also arranged to 
launch a loan of Sw. Frs. 50 millions on the Swiss market on behalf of the Italian 
mining and chemical concern, Montecani. 





Appointments and Retirements 


New Chief Cashier at the Bank 


On January 15 Mr. P. S. Beale, chief cashier at the Bank of England, is relin- 
quishing his post to become general manager of the Industrial Credit and Invest- 
ment Corporation of India; he will be succeeded at the Bank by Mr. Leslie K. 
O'Brien, the deputy chief cashier. Mr. Beale, who forms the subject of our frontis- 
piece this month, first entered the Bank in 1924 and was appointed chief cashier 
in March, 1949. Throughout his tenure of office at the Bank Mr. Beale maintained 
close contact with Indian finance; he served as Secretary to the Reserve Bank of 
India from 1937 to 1939 and after the war was a member of United Kingdom 
delegations that discussed financial arrangements with India, Pakistan and a 
number of other countries. He is the first chief cashier in the history of the Bank 
to have left his appointment by resignation. 

The new chief cashier has also had the benefit of long experience as an officer 
of the Bank. Mr. O’Brien entered the Bank of England in 1927; he served in the 
exchange control department throughout the war and visited the United States in 
1949 and 1950. He was appointed deputy chief cashier in 1951. 

The Bank also announces the appointment of a new Assistant to the Governors, 
Mr. Maurice H. Parsons. Mr. Parsons joined the Bank in 1928 and since 1952 has 
acted as deputy chief cashier in the exchange control and overseas department. 








Bank of Montreal—London—Waterloo Pl.: Mr. E. J. Benson, from Threadneedle St., to be 
Manager on retirement of Mr. T. E. Roberts; Threadneedle St.: Mr. C. H. Redman to be manager. 
Barclays Bank—Bri' ton Hill: Mr. D. A. Yonge, from Brompton Rd., to be manager. Charing 
Cross: Mr. W. J. Oliphant, from Elgin Av., Maida Vale, to be manager. Croydon, South, and 
Selsdon: Mr. E. F. S. Jones to be manager. Eastern: Mr. F. G. James, from Lower Tottenham, 
to be manager. Maida Vale, Elgin Av.: Mr. W. I. Owens, from Portman Sq., to be manager. 
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Tottenham, Lower: Mr. R. A. Gould to be manager. Andover: Mr. H. W. Kenney, from Redditch, 
to be manager. Bradford, Manningham: Mr. H. Williams to be manager. Brandon: Mr. W. 
Coote, from Diss, to be manager. Byfleet, West: Mr. A. E. Wilkinson, from Staines, to be 
manager. Horley: Mr. W. H. White, from Lancing, to be manager. Hove, 201 Church Rd.: 
Mr. L. W. Merrett, from Horley, to be manager. Lancing: Mr. M. S. Jones, from North St., 
Brighton, to be manager. Ramsgate: Mr. S. A. T. Lindsell, from Canterbury, to be manager. 
Chase National Bank—Mr. Harry E. Darling to be vice-president in London on retirement of 
Mr. John M. Wallace. 

Clydesdale & North of Scotland Bank—Kilmarnock, The Cross: Mr. M. A. Watt to be 
manager on the retirement of Mr. H. Gilmour Wylie. 

Lloyds Bank—A «minster: Mr. W. G. B. Paynter, from Newton Abbot, to be manager. Bristol, 
Keynsham: Mr. S. G. Morgan to be manager. Catterick Camp: Mr. J. B. Dobson, T.D., from 
South Shields, to be manager. Colyton: Mr. E. T. Loram, from Dartmouth, to be manager on 
retirement of Mr. L. A. Adams. Rye: Mr. K. L. Judd, from Winchester, to be manager. 
Southampton, Bitterne: Mr. G. F. Hamlin to be manager. Southsea, Albert Rd.: Mr. R. J. 
Dauncey, from head office, to be manager on retirement of Mr. C. C. H. Greaves. Stockton-on- 
Tees: Mr. J. D. Sutton, from Catterick Camp, to be manager. Tiverton: Mr. C. E. Goldsmith, 
from Axminster, to be manager. 

Martins Bank—Mr. D. H. C. Briggs has been elected to the General Board of the Bank. Heck- 
mondwike: Mr. I. Binns, from Dewsbury, to be manager. 

Midland Bank—London—Blackfriars: Mr. T. A. Showell, from Finsbury Park, to be manager 
on retirement of Mr. M. F. Martin; Finsbury Park: Mr. S. A. Bardwell, from Finsbury Pavement, 
to be manager in succession to Mr. T. A. Showell. Halifax: Mr. J. A. Hudson, from Morley, to 
be manager on retirement of Mr. T. T. Fawcett. Hemel Hempstead: Mr. R. Acton, from Tring, 
to be manager on retirement of Mr. H. H. B. Hall. Kirkby Lonsdale: Mr. A. E. R. Hodgson, 
from Cockermouth, to be manager on retirement of Mr. A. D. Paterson. Morley: Mr. A. G. 
Lithgow, from Kirkgate, Bradford, to be manager in succession to Mr. J. A. Hudson. 
National Bank of Scotland—Head Office: Mr. D. Alexander to be general manager on retire- 
ment of Mr. J. Allan Brown, who becomes a director. Mr. J. S. C. Williamson to be assistant 
general manager. Ldinburgn, High St.: Mr. Rk. B. Russell, from Newington, to be manager on 
retirement of Mr. G. F. Keech. Newingicn: Mr. J. B. Russell, from Canonmills, to be manager. 
National Provincial Bank—London—Chelsea: Mr. E. L. Bird to be manager in succession to 
the late Mr. R. N. Moritz; St. Giles’ Circus: Mr. J. H. Crookes, from Camden Town, to be manager 
on retirement of Mr. C. A. C. Barrett. Braunton: Mr. E. R. Evans to be manager. Croydon, 
Whitehorse Rd.: Mr. G. A. A. Greathurst to be manager. Eastleigh: Mr. W. T. Jones to be 
manager in succession to the late Mr. J. H. Davies. MHessle: Mr. J. C. Bentley to be manager. 
Royal Bank of Canada—Mr. S. G. Dobson, chairman of the board, has retired. 

Royal Bank of Scotland—Mr. Donald H. Cameron of Lochiel, T.D., D.L., C.A., has been 
appointed an ordinary director. Ienfrew: Mr. A. A. Sanderson to be manager in succession to 
the late Mr. W. W. Adam. 

Union Bank of Scotland— Brechin: Mr. G. J. Eunson, from Stromness, to be manager in suc- 
cession to the late Mr. A. Drummond. Stromness: Mr. J. C. Brown, from Aberdeen, West End, 
to be manager. Tarland: Mr. J. M. Farquhar, from Portknockie, to be manager on retirement 
of Mr. I. K. Hunter. 

Westminster Bank—Ashford, Kent: Mr. R. L. Alexander, from Hythe, to be manager on 
retirement of Mr. C. H. Martin. Bournemouth: Mr. H. J. Viney, from Farnborough, Hants., to 
be manager. Farnborough, Hants.: Mr. L. A. Candy, from Bridport, to be manager. Hythe: 
Mr. T. B. P. Field to be manager. Market Drayton: Mr. J. S. Anderson, from Retford, to be 
manager. Redland, Westbury-on-Trym and Durdham Down: Mr. L. H. D. Bowsher, from Bourne- 
mouth, to be manager on retirement of Mr. P. J. A. Banks. 
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Banking Statistics 





Trend of “ Risk ”’ Assets 
(Figures in italics show percentages of gross deposits) 
Actual {mns. 





1951 1953 1954 Change Change since 
Oct Nov. Nov. Nov. on Year Oct., I951 
Barclays: 
Advances 368.5 371.0 344.6 372.4 + 27.8 3.9 
% a 29.2 29.3 25.6 26.7 
Investments 316.4 425.7 490.5 513.2 + 22.7 + 196.8 
of 25.0 33.6 36.5 36.8 
Lloyds: 
Advances 345.2 351.1 300.4 318.9 + 18.5 ~ 26.3 
of, 30.2 30.7 26.0 26.5 
Investments 279.6 371.2 402.9 439.8 + 36.9 160.2 
% 24.4 2.5 34-9 36.5 
Midland: 
Advances 393.3 397.1 337.6 390.2 + §2.0 — 3.12 
~~ es 29.6 30.1 24.5 o7.3 
Investments 329.4 433.8 488.0 489.8 + 1.8 +- 160.4 
70 v vs 24.9 2.8 35-5 34-3 
National Provincial: 
Advances 290.3 2908.1 248.1 262.8 + 14.7 —- 27.5 
% vs 35-4 37-2 30.0 39.0 
Investments 1605.9 230.9 253.0 285.7 + 32.7 119.8 
of 20.2 28.8 30.6 32.6 
Westminster: 
Advances 248.6 249.5 209.7 244.9 + 35.2 - 4.6 
% - R1.2 31.6 25.7 28.0 
Investments 209.4 263.6 276.2 310.4 + 34.2 40.8 
% 26.3 33-4 33.8 35-5 
District: 
Advances 60.1 62.6 58.2 62.2 + 4.0 t+ 2.1 
%, ay 25.6 26.6 39.9 24.9 
Investments 71.5 91.6 93.8 97.8 + 4.0 - 26.3 
% 30.5 38.9 35.2 39.1 
Martins: 
Advances 89.6 O1.4 81.6 97.4 + 15.8 i Se 
% 6 29.1 29.3 25.6 30.8 
Investments 78.6 102.8 121.1 109.6 — I1.5 — 31.0 
% - va ach 25.5 33.0 38.0 34.7 
Eleven Clearing Banks: 
Advances e 1,897.0 1,925.2 1,676.0 1,858.7 +182.7 - 38.3 
% a 30.6 31.1 26.1 27.8 
Investments 1,555-2 2,032.7 2,245.1 2,363.9 +118.8 -- 808.7 
Yo 25.1 32-9 35-0 35-4 
Trend of Bank Liquidity 
195i 1952 1953 1954 
Oct.t Nov. Apr. Apr. Sept. Oct.[ Nov. Mar. Aug. Sept. Oct. Nov 
Liquid Assets:* % % % % % % % % % % % % 
Barclays 40.0 32.8 31.6 31.4 36.1 35.0 35.0 31.3 33.6 33.5 34-5 34.0 
Lloyds 40.0 32.8 31.3 31.0 36.2 36.9 36.7 33.0 34.2 34.6 34.7 34.1 
Midland 40.2 32.8 32.2 34.1% 40.1 38.3 37.6 34.1 34.2 35.7 36.0 35.7 
National Prov. 39.4 30.6 31.1 29.8 37.6 37.2 37.7 33-9 34-7 33-4 34-1 35.6 
Westminster 30.7 30.4 30.9 35.8 39.8 37.6 37.9 34.2 32.3 32.1 33.1 33.3 
District -. 98.0 3.5 20.5 33:9 36.3 35.7 35.9 33-2 30.3 38.3% 33.6 33.2 
Martins ~. 90.8 33.2 34:3 33:9 33-7 33-6 33.9 92.3 33.6 30.8 390.6 32.3 
All Clearing 
Banks 39.0 32.0 31.6 32.4 37.4 36.6 36.5 33.0 33.5 33.7 34.3 34.2 


* Cash, call money 
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Treasury Bills: 
Tender 
Tap 


Ways and Means Advances 
Bank of England 
Public Departments 


Liquid Assets 





Net 

Averages Deposits Actual 
of Months: {mn. {mn. 
1921 1,759 680 
1922 1,727 658 
1923 1,628 581 
1924 1,618 545 
1925 1,610 539 
1926 1,615 532 
1927 1,661 553 
1928 1,711 584 
1929 1,745 568 
1930 1,75! 596 
1931 1,715 560 
1932 1,748 611 
1933 1,909 668 
1934 1,834 576 
1935 1,951 623 
1936 2,088 692 
1930 2,160 713 
1937 2,225 683 
1938 2,218 672 
1939 2,181 648 
1940 2,419 785 
1941 2,863 676 
1942 3,159 712 
1943 3,554 723 
1944 4,022 788 
1945 4,551 886 
1940 4,932 1,280 
1947 5,463 1,646 
1945 5,713 1,703 
1949 5,772 1,920 
1950 5,811 2,345 
1951 5.931 2,308 
19§2 5,856 2,097 
1953 6,024 2,201 
1951: 

Oct.t 5,981 2,423 

Nov.ft 5,973 1,981 
1953: 

Sept. 6,095 2,306 

Oct. 6,150 2,334 

Nov. 6,194 2,344 
1954: 

Sept. 6,300 2,200 

Oct. 6,375 2,205 

Nov. 6,433 2,287 


Ratio 


%o 


38 
37 
35 
33 
32 
32 
32 
33 
32 
33 


39.1 
32.0 


37-4 
36.6 


30.5 


33-7 
34-3 
34.2 


T.D.R.s 


PEEVE T EPP PG Pde 


1,284 
983 
430 
247 


177 
108 





Dec. 19, 


1953 
fm. 


266.9 


1954 
£m. 


291.8 


3480.0 
1548.1 





5319.8 





Floating Debt 


Nov. 20, Nov. 27, 


1954 
£m. 


271.2 


3480.0 
1571.7 





5322.8 


Banking Trends over Thirty Years* 


‘* Risk ”’ Assets 





Invest- 
ments 
{mn. 


325 
391 
356 
34! 
286 
265 
254 
254 
257 
258 
301 
348 
537 
560 
615 
614 
643 
652 
637 
608 
666 
894 
1,069 
1,147 
1,165 
1,156 
1,345 
1,474 
1,479 
1,505 
1,505 
1,624 
1,983 
2,103 


1,555 
2,033 


2,137 
2,238 


2,245 


2,360 
2,304 
2,304 


Dec. 4, 


1954 


254.6 


3470.0 
1013.4 





5338.0 


Advances 

£mn. 
833 
75° 
761 
808 
856 
892 
928 
948 
991 
963 
919 
844 
759 
753 
769 
839 
865 
954 
976 
99! 
955 
858 


* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
+ Bank statements immediately before and after the launching of the 
policy and the first special funding operation. 





Combined 
Ratio 
.#) 


ov 
w 
nb & © 





‘“‘new ”’ monetary 
Dec. 11, Dec. 18, 
1954 1954 
£m. £m. 

3.8 — 
250.4 262.2 
3450.0 3449-0 
1672.7 1727.1 
5382.8 5429.3 
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THE BANKER 





National Savings 
(£ millions) 


Change 

Savings in Total 

Certi- Defence Savings Total Accrued Defence Remain- 

ficates Bonds Banks Small Interest Bond ing 

(net) (net) (net) (net) Maturity Invested 

1948-49 .. — 6.6 — 6.4 + 39.8 +26.8 102.8 -52.1 +59.5* 

1949-50 .. —23.4 — 18.6 — 29.7 —71.7 100.8 — 0.9 +24.2* 

1950-51 .. — 5-5 — 20.7 — 64.7 —90.9 95-3 —~ + 4.1* 

1951-52 .. +19.8 —14.7 — 90.3 —85.2 94.1 —42.0 — 36.5* 

1952-53 -- +20.8 —11.3 —131.6 —122.1 88.3 -45.5 — 73.4" 

1953-54 -- +19.0 + 0.3 — 79.3 — 60.0 88.6 -—38.4 —12.2* 
1953 

April-Oct. +11.0 — 4.7 — 67.5 —61.2 49.9 27.0 — 37.0 

November + .I + .6 - . ae 6.7 1.5 + 5.0 
1954 

April-Oct. + 7.6 +13.8 —19.8 + 30.8 51.0 21.3 +31.4 

November +12.8 +10.1 + 1.8 +24.7 9.8 I.1 + 33.4 


I 
* After taking account of net sales through the Post Office 


securities other than defence bonds. 


Years and 


Quarters 


1946 
1947 
1948 
1949 
1950 
I95I 
1952 
1953 
1953: 
I 


II 
III 
IV 


1954: 
II 


July 
August 


September 


III 


October 
November 





Total 
Remain- 
ing 
Invested 
6101. 
61206. 
6130. 
6094. 
6020. 
6008. 


SOW Or) O 


5950. 
5988.0 


+ 


6040.2 
6073.6 


Savings Banks of Government 


Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 


Net Gold and Dollar 
Surplus (+) or Deficit (—) 


Financed by: 








+ 6 
+ 7 


With 
Other 
Areas 





+ 57 


+ 12 














Net 
Surplus Ameri- 

or can 
Deficit Aid 

-~ god es 
~ 1710 682 
— 1532 1196 
+ 805 762 
— 988 199 
— 736 428 
+ 5406 307 
-+- 214 106 
-+- 140 oI 
+ 36 83 
+ 156 57 
+ 107 60 
-+- 314 18 
+ 80 15 
++ 6 II 
— 26 9 
+ 60 35 
+ 18 17 
» 3 +> 


Special 


Payments 


and 

Creditst 

+1123 

+ 3513 
805 
168 

45 
176 
181 
181 


li +++ 


| 








Change 
in 
Reserves 
-+- 220 
— 618 
— 223 
— 168 
+1612 
965 
489 
672 


320 
201 
119 

32 


167 
332 


++ +444 451 


4 
- 





— 116 





+ 35 
- It 


Reserves 
at End 
of Period 


2696 
2079 
1856 
1688 
3300 


2335 
1846 
2518 


2166 
2307 
2486 
2518 


2685 
3017 


3013 
2918 
2901 





2901 





2936 
2925 


* Portion of monthly deficit or surplus settled in gold (in month following each accounting 


period). 


+ Comprising a 


‘repurchase ’ 


of sterling from the International Monetary Fund in August; 


the initial payment on the funding of part of Britain’s overdraft with the European Payments 
Union in July; and service charges on the U.S. and Canadian loans in December of 1951, 1952 


and 1953. 


The special credits comprised $4,909 millions from U.S. and Canadian credits in 


1946-50; $420 millions from the I.M.F. in 1947-49; and $325 millions from the South African 


gold loan of 1948. 














THE COMMERCIAL BANK OF SCOTLAND 


LIMITED 


Accounts Reflect Growth of Business Activity 





Yontinued Burden of Taxation 





Lord Rotherwick’s Review 


HE annual general meeting of the share- 

holders of The Commercial Bank of Scot- 

land Ltd. was held at Edinburgh on 
December 16, 1954, with the Right Hon. 
Lord Rotherwick of Tylney, the Governor, 
presiding. 

Lord Rotherwick said: 

During the year our Governor, the Right 
Hon. The Earl of Mar and Kellie, asked us to 
accept his resignation for reasons of health 
and it was with profound regret that we 
acceded to his wishes. Lord Mar became an 
Extraordinary Director in 1889, was appointed 
Deputy Governor in 1911 and Governor in 
1921. We are indeed grateful to him for this 
fine record of service covering 65 years. The 
Directors did me honour in appointing me to 
succeed Lord Mar as Governor, and I have the 
pleasure of meeting you in that capacity to-day. 
The Right Hon. Lord Saltoun was appointed 
Deputy Governor of the Bank, and I welcome 
him to-day as my successor in that office. It 
is also appropriate that I should mention at 
this point that Lord Mar’s grandson, Major the 
Lord Erskine, accepted appointment as an 
Extraordinary Director, thus maintaining an 
association of long standing between his family 
and the Bank. 


Economic Stability 


Since ‘we met here last year the economic 
barometer has shown remarkable steadiness 
at or around “ set fair ’’, and it has therefore 
been comparatively easy to win a_ better 
economic harvest from almost all fields. The 
threatened recession in the United States of 
America, about which we were all concerned a 
year ago, did not develop—except patchily, 
and world production and trade has moved 
ahead steadily and with confidence during the 
past twelve months. Britain has enjoyed a 
share of this mounting volume of trade and 
industrial production reached a new peak in 
1953, which is likely to be surpassed in 1954. 
It is a healthy sign that this extra production 
has flowed outwards to the benefit of consumers 
both at home and abroad. When we look at 
the financial aspect of this general picture we 
inevitably see a growing volume of money 
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circulating throughout the community. This 
money growth is normal and natural provided 
it merely keeps pace with expanding produc- 
tion, and | think it fair to say that there is no 
real evidence as yet of an inflationary gap 
emerging since the turn of the tide in 1951. 
Moreover, the welcome increase in savings is 
encouraging evidence of returning confidence 
in the future value of money, and helps to 
counterbalance any moderate degree of 
inflation. 

Perhaps the most disquieting feature of the 
British economy is the continued penal rate of 
direct taxation. In this respect British in- 
dustry carries a heavier burden than any of 
its overseas competitors, and it is idle to 
suggest that high rates of taxation do not 
influence the prices which manufacturers are 
able to quote. It is to be hoped that the 
buoyancy of the national revenue will lead at 
long last to a material reduction in direct 
taxation over the next few years. 


Scottish Industrial Activity 


Scotland on the whole has shared in the 
upsurge of activity. Each year sees a small 
but welcome increase in new industries not in 
the traditional “‘ heavy field ’’, and the recent 
Scottish Industries Exhibition let the world 
see the exceedingly wide range of products 
now made in Scotland. . The Scottish economic 
problem is not only that of an overweighting 
of heavy industries; there is also the ever 
increasing concentration of population and 
employment in the central belt of the country 
to the inevitable detriment of outlying areas. 
For long years the more remote areas of Scot- 
land have not offered economic opportunity or 
social amenities sufficient to hold succeeding 
younger generations in their native parishes, 
but it is possible that we may be nearing the 
end of this phase. Social amenities are being 
continually improved as radio and television 
reach more homes and motor _ transport 
radiates from every local centre. The economic 
problem in the rural areas is the harder one to 
solve; but the background is steadily improv- 
ing. Electric power, better communications, 
afforestation, improving agriculture, and 














modern housing, collectively give hope for a 
restoration of economic health to these areas, 
with great advantage to the country as a whole. 


Balance Sheet 


I shall now turn to the affairs of the Bank 
as demonstrated in the annual accounts sub- 
mitted for your approval. 

The pattern of our operations during the 
past year follows the general banking trend. 
Deposits which constitute the principal source 
of our funds have continued to show a moderate 
rise and at the annual balance were some 
£130 millions—an increase of £5 millions in the 
year. This reflects an increasing volume of 
business activity, as does the growth in our 
note circulation of {1 million to £174 millions. 

In the employment of our resources we have 
maintained a high degree of liquidity and the 
first group of assets covering cash, short money 
and Treasury bills stands at £594 millions, or 
40 per cent. of our liabilities for deposits and 
notes. 


Strong Investment Position 


The investments, which are almost entirely 
in Government securities, have increased 
slightly to £55} millions. As you know there 
has been a steady improvement throughout 
the year in the prices of Government securities, 
which has improved the underlying valuation 
of our investments, calculated on the basis of 
market prices. This improvement is not re- 
flected in the Balance Sheet as we base our 
figures on cost or lower. Moreover, it should 
be remembered that fluctuations in the market 
value of Government investments is not a 
matter of immediate concern to bank share- 
holders since wholesale realization and con- 
version into a different form of security is 
never a practical issue. The more important 
question is the yield available on new invest- 
ments and on the re-investment of sums 
maturing. In this respect there has been a 
steady fall throughout the year in interest 
rates on Government securities. I would add 
that all our Government securities are redeem- 
able at fixed dates and that the average life 
of the present portfolio is under ten years. 


Increase in Advances 


A satisfactory feature of the Balance Sheet 
is the increase in advances from £33 millions 
to £374 millions. For the most part this is a 
general increase and is widely spread over 
customers and industries requiring finance for 
business purposes. 

I would also mention that in the Balance 
Sheet the Revenue Reserve has been increased 
during the year by £400,000, of which £100,000 
was transferred from the Profit and Loss 
Account, and £300,000 from the Contingency 
Fund, which is part of the inner reserves of 
the Bank. 

Our departments dealing with overseas 
transactions and with foreign exchange have 
experienced a growing demand for their 
specialist services, but there is still scope for a 
closer relationship between those handling 
overseas business and their bankers. In par- 
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ticular, I would suggest more regular consulta- 
tion before entering into contracts or engage- 
ments. There is frequently a financial aspect 
associated with such business on which the 
expert alone can give timeous and helpful 
advice. 


Profit and Dividend 


The profit for the year shows a further 
moderate improvement which is mainly attri- 
butable to the fact that we have been able to 
use our larger resources rather more profitably 
than in the previous year. None the less, a 
profit of just over £400,000 on resources of 
over £150 millions is a modest reward for the 
many services we provide. While I hope that 
the public appreciates the quality of the 
bauking services which we and our friends in 
Scotland provide, I doubt if it is realized that 
in no other country are the charges for banking 
services so moderate. 

I am glad to say that the Directors feel able 
to recommend a further small increase in the . 
dividend to ‘‘ A ”’ shareholders. The proposal 
which is submitted is that the final dividend 
on the ‘“‘A”’ shares be 9 per cent. (making 
17 per cent. for the year), and 5 per cent. on 
the ‘‘ B”’ shares (making Io per cent. for the 
year), both subject to Income Tax. 


Credit Finance Acquisition 


I am sure that you would like me to say 
something about a recent transaction which 
is not reflected in the Balance Sheet. I refer 
to the acquisition of the whole of the share 
capital of The Scottish Midland Guarantee 
Trust Ltd. Several reasons prompted us to 
seek an investment in hire-purchase finance. 
We are not unmindful of the historical back- 
ground of banking in Scotland. At one time 
the banks provided, in one way or another, 
virtually all the direct finance for all the 
people. Over the years the pattern has changed 
and specialized institutions are meeting to a 
growing extent the financial needs in the credit 
field. This trend has had a twofold influence 
on the banks. Firstly, it has changed direct 
lending to indirect lending—bank money 
going to the new institutions but not to the 
ultimate borrowers, and, secondly, the total 
remuneration for such lending has been appor- 
tioned to the disadvantage of the banks. 
A direct investment such as we have made is 
one step towards the restoration of a position 
formerly held. Not only does this investment 
in effect convert indirect lending to direct 
lending, but it also has the merit of lending 
short against good tangible security. In 
Scotland it is by no means easy to achieve this 
under a legal system which does not recognize 
a charge on moveable assets. 

We are confident that in breaking new 
ground by this type of investment we are 
acting to the advantage of our shareholders 
without overstepping in any way the tradi- 
tional borderlines of safety and liquidity so 
rightly inherent in banking policy. We also 
hope that we shall be better able to assist in 
the financing and development of Scottish 
trade and industry. 
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Tribute to Staff 


Before I conclude my remarks I would like 
to acknowledge the conscientious and effective 
service rendered by all members of the staff in 
our many branches in Scotland and in London. 
Without their loyal support we could not have 
attained the satisfactory position in which we 
find ourselves. I thank them all most sin- 
cerely on your behalf. 


Re-election of Directors 


It is proposed that I be re-elected Governor; 
that Lord Saltoun be re-elected Deputy 
Governor, and that the Extraordinary Direc- 
tors, whose names appear on the list, be 
re-elected. 


It is also proposed that Mr. Ian Wilson 
Macdonald, the Ordinary Director who is due 
to retire at this time, be re-elected an Ordinary 
Director of the Bank. 

Mr. Maurice Crichton, C.A., Glasgow, and 
Mr. Ronald J. Henderson, C.A., Edinburgh, 
will, under the provisions of the Companies 
Act, 1948, continue in office, and a resolution 
will be proposed fixing their remuneration. 

I now move that the Report and Accounts 
be adopted, and I shall call upon Sir John 
Erskine to second the motion. After that 
has been done, and before I put the motion 
to the meeting, any shareholder who desires to 
make any observations will have an oppor- 
tunity of doing so. 

The Report and Accounts were adopted. 
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_.. they re well worth 
considering for the following 
reasons: 


.£3.10.0 interest per annum on each £100 invested. 3}% Defence Bonds 
cost £5 each and you may hold up to £1,000 of them in addition to all 
holdings of earlier issues. Interest is paid half-yearly but income tax is not 
deducted at source. 


Pad 
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the finest investment of their type. 


BUY ALL YOU CAN 


Obtainable from Post Offices, Banks, or through your Stockbroker 











Issued by National Savings Cenmittee, London, S.W.7 


XXXVI! 














BARCLAYS BANK D.C.O. 





Further Expansion 





Mr. J. S. Crossley on Taxation 





meeting of 


29th annual general 
held on 


HE 
"| Barclays Bank D.C.O. was 
December 29 in London. 

The following are extracts from the circu- 
lated statement by the chairman, Mr. J. S. 
Crossley, for the year to September 30, 1954: 

The Bank’s business has continued to expand 
during the year, and although we have not 
been opening new branches at quite such a 
rapid rate as in the past, we have, on an 
average, opened more than five offices each 
month since our last report was issued. 


Balance Sheet Figures 


In the balance sheet, the figures show an 
increase of £38,000,000 in creditor balances. 
Although there has been a slight drop of about 
I per cent. in our cash ratio, this still remains 
at the high figure of over 19 per cent. The 
other principal changes on the assets side are 
a further rise in the ratio of advances from 
over 34 per cent. to over 37 per cent., repre- 
sented by an increase of approximately 
{26,000,000 in the total of this item. 

The expansion in our business that has 
taken place during the year has on this occa- 
sion been most marked in South Africa, where 
the economic position has shown a striking 
improvement. Although almost all other sec- 
tions of the Bank have contributed to this 
expansion, the rate of growth -has not been 
quite so marked in some areas as has been the 
case in recent years. As might be expected, 
the effect of all this has resulted in an increase 
in the earnings for the year, out of which we 
have felt it wise to allocate a substantial 
amount to reserves, while maintaining the 
dividend at the old rate. 


Taxation’s Dominant R6le 


There can be little doubt that the gradual 
abolition of controls now permeating the 
economy has begun to bring in results. Only 
the most prejudiced minds would refuse to 
acknowledge this as an indication that we are 
moving in the right direction. The figures 
recently given by the Chancellor respecting the 
balance of payments for the first half of the 
year tell their own story. 

The Chancellor has stated recently that it 
should be possible for us in this country to 
double our standard of living within the next 
25 years; he has also held out hopes of some 
reduction in taxation. There is a connection 
between these two things, for taxation is not 
a purely negative weapon, but a flexible instru- 
ment which can be so shaped as to promote 
greater production and efficiency, discourage 
consumption, or increase the flow of capital 
investment. In a freely organized society 
which must rely for its results on some system 
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of incentives and rewards, it has, therefore, a 
dominant role to play. Hopes have probably 
been raised in many breasts by the Chancellor’s 
remark, but the crux of the matter is to decide 
just where a given amount of taxation relief is 
likely to have the maximum effect in achieving 
the result desired. 

In recent years, there has been a tendency 
to reduce the impact of direct taxation at the 
lower end of the scale, thereby excluding 
altogether large numbers of people from the 
category of income tax payers. In present 
circumstances, it is, I think, open to question 
whether this method passes the test either 
from the standpoint of economics or of ethics, 
whatever merits it may have from the angle 
of politics, which all too frequently cares for 
none of these things. To narrow the base on 
which income tax is levied may involve a 
costly concession without bringing compen- 
sating advantages to the economy as a whole. 


Need for New Approach 


The view is, I believe, widely held both 
within the trade unions and outside them, that 
in many trades and industries the gap between 
the effective pay of skilled and unskilled 
employees is too narrow, and that this makes 
for inefficient output and poor standards of 
workmanship. The present trend of our fiscal 
policy seems, however, to accentuate this very 
weakness by weighting the scales, ever more 
heavily, against the more enterprising worker 
as he climbs the ladder. 

For us in this Bank, the matter of exces- 
sively high rates of taxation on the personal 
incomes of the more senior salaried men is by 
no means an academic question. It takes the 
practical form of creating many tiresome 
administrative problems, sometimes of a most 
intractable kind. This is particularly notice- 
able when questions arise of the transference 
of senior officials to this country from territories 
overseas in which very different conditions 
apply. 

As in the case of our road system, though 
perhaps not quite so obviously, our system of 
taxation has utterly failed to keep pace with 
changing requirements. Already it has driven 
many important companies to take overseas 
domicile, while many more, which in other 
circumstances would have been formed in this 
country, are being formed elsewhere, even 
though they may still look to London as their 
market for capital. If, for similar reasons, key 
men in industry and commerce should follow 
suit in large numbers, the loss to the country 
might become calamitous. What is needed is 
a new approach to these questions by minds 
uninhibited by the past, and prepared to take 
into consideration the facts of the present. 































CAPITAL PAID-UP: 
SURPLUS: 
OTHER RESERVES: 


BRANCHES: Armenia _  (C), 


Palmira, Pasto, Pereira, Puerto 





COLOMBIA 
MEANS BUSINESS 


LET US HELP YOU INCREASE YOURS 


Opportunities in Colombia for European business are increasing every year. Trade 
connections are becoming more profitable. With an eye on your business future 
there, why not let us assist you with your collections and letters of credit ? 


Whatever your requirements, we have special departments handling every phase and 
facility of banking. More and more progressive European banks and business firms 
are seta use Of our extensive Organization established for over 40 years. 


We invite your inquiries. 


BANCO COMERCIAL ANTIOQUENO 


Established 1912 


Cable address for all o ffices—Bancoquia 


$20,.000.000 — Pesos Colombian 
$15.000.000 — Pesos Colombian 


General Manager: Antonio Derka 


Head Office: MEDELLIN, COLOMBIA, SOUTH AMERICA 


Barrancabermeja, Barranquilla (2), 
BOGOTA (3), Bucaramanga, Cali (2), Cartagena, Cartago, Cucuta, 
Girardot, Ibagué, Magangué, Manizales, Medellin (1), Monteria, Neiva, 


Sincelejo, Socorro, Vélez (S) 


New York Representative—Henry Ludeke, 40 Exchange Place, New York 5, N. Y. 


$6.858.000 — Pesos Colombian 


Berrio, San Gil, Santa Marta, 







































BANCA 
COMMERCIALE 
ITALIANA 
Established 1894 


HEAD OFFICE: MILAN 


224 branches and offices in Italy 


Branches abroad : 
ISTANBUL - IZMIR 


Representative Offices : 
LONDON : 21 Birchin Lane, E.C.3 
NEW YORK: 14 Wall Street 
PARIS (1X): 14 Rue Halévy 
FRANKFURT a/M.: Wiesenau, 2 


Telegraphic Address : 
For Head Office: “‘Dircomit”’ 
For ali Branches: ‘‘ Comitbanca’’ 
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Heneeds 2” 
your help 


Every year the National 
Society for Prevention of 
Cruelty to Children helps 
nearly 100,000 unhappy 
children—and each 
child helped costs 
the Society £3.10.0. 
The N.S.P.C.C., is not 
nationalised and depends 
entirely on voluntary gifts. 
To continue its vital work it urgently 
needs your assistance. 


when advising on wills and 
bequests remember the 


N-S-P-C-C &@ 
PRESIDENT: H.R.H. PRINCESS MARGARE 


Information gladly supplied on application to The Director, N.S.P.C.C., 
Victory House, Leicester Sq. W.C.2. Phone: Gerrard 2774 
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NATIONAL BANK OF SCOTLAND 





Proprietors of The National Bank of 
Scotland Limited was held in the Bank’s 
Head Office on December 23. 

In the absence of the Right Honourable 
Lord Rowallan, K.B.E., M.C., T.D., D.L., 
Governor of the Bank, who was unable to be 
present by reason of indisposition, the Chair 
was taken by the Deputy Governor, Lord 
Balfour of Burleigh, D.C.L., D.L., who de- 
livered an address on Lord Rowallan’s behalf, 
from which the following are extracts:— 


The Balance Sheet and Report, which have 
been in your hands, give ample testimony to 
the continuing progress of the Bank. Perhaps 
the feature that stands out with greatest 
prominence is the increase in the Deposits 
from {96,000,000 to £112,500,000, an increase 
of no less than £16,500,000, and although not 
all of this increase may be permanent, for 
some of it represents moneys of a temporary 
character, nevertheless a very considerable, 
_ indeed the greater, part is a real addition to 
the Bank’s connections. 

On the other side of the Balance Sheet you 
will find that these increased funds have been 
fairly evenly divided between liquid resources, 
in the form of Cash Balances and Investments, 
each of which shows an increase of about 
£9,000,000. We continue to preserve our high 
ratio of immediately liquid ass>ts which pro- 
vide a backing of about 36 per cent. for our 
liabilities to the public in the form of Deposits 
and Note Circulation. Advan:es and Bills 
Discounted together closely approximate 
£30,000,000, which is only ££00,000 less than 
in 1953, a reduction which is of no significance 
and is no more than a day-to-day fluctuation. 


Te 129th annual general meeting of the 


Dividend Increased 

The Profits, after meeting all expenses and 
making all suitable provisions, were {£36,000 
higher at £342,000, the largest amount yet 
recorded, and after setting aside £100,000 to 
Revenue Reserve, £40,000 for writing down 
the value of Bank Buildings and other property, 
and allocating £75,000 to the Trustees for 
the Officers’ Pension Scheme, the Directors 
have thought it right and proper to recom- 
mend that the sum set aside for Dividend 
should this year be increased, the net amount 
so required, after deduction of tax, being 
£121,000, as against {107,800 for 1953. 

If I were to go back a little in the history 
of the Bank to bring this increased Dividend 
distribution into its proper perspective, it 
would be pertinent to recall that for some 
years up to 1909 Dividends of 20 per cent. 
were paid on the then Capital Stock of 
£1,000,000 without any deduction of tax, or 
to put it in another way, the Stockholders at 
that time received £200,000 when the Balance 
Sheet totals were less than {20,000,000. 

In 1909 income tax was deducted from the 
Dividend for the first time; and then at the 
rate of only 1s. 2d. per f. In 1913 and again 


in 1914 the rate of Dividend was restricted to 
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18 per cent., but in 1915, when the impact of 
the First World War began to be felt, the 
Dividend was cut to 16 per cent. and has con- 
tinued at that rate ever since, although the 
Paid-up Capital was increased by {£100,000 
in 1919. From 1920 until 1953 the gross 
amount distributed to the Consolidated Capital 
Stockholders was £176,000, but with income 
tax during part of these years as high as Ios. 
in the £, these Stockholders had at times to 
be content with no more than £88,000 net. 


A Striking Contrast 


The contrast between the amounts that 
passed into the hands of the Stockholders in 
these later years and what they obtained in 
the early part of the century is striking indeed. 
Like the Israelites of old, it could be said that 
they have wandered for nearly forty years in the 
wilderness and they are only now approaching 
within sight of the Promised Land. Moreover, 
in 1909 the Paid-up Capital was £1,000,000 
and the Reserve Fund {900,000, whereas 
to-day the Issued Capital stands at {1,650,000 
and the Reserve Fund at £3,150,000, together 
£4,800,000. 

It should be easily enough understood that 
this additional {2,900,000 of Proprietors’ 
Funds, which—apart from {£400,000 derived 
from the issue of the ‘‘ A’’ Stock—have been 
built up over these intervening years, to say 
nothing of the sums that have been allocated 
to Inner Reserves for Contingencies, have been 
earning and producing revenue in_ which 
Stockholders up to now received no partici- 
pation. 

Further Capital Adjustment 

With a Balance Sheet containing record 
figures of £135,000,000, the time is fully ripe 
for a further adjustment in the Bank’s Capital. 
The first step was, as you know, taken in 
July, 1954, following upon the intimation 
made in the 1953 Annual Report, when 
£150,coo was transferred from Reserve Fund 
towards reducing the Uncalled Liability on the 
Consolidated Capital Stock, increasing the 
amount paid up thereon from /1,100,000 to 
£1,250,000. 

Because of the improvement in the general 
financial situation, and for the purpose of 
bringing the Bank’s Capital more into line 
with the actual resources employed, the 
Directors have felt fully justified in arranging 
to take the second step. They have therefore 
transferred from Inner Reserves the sum of 
£700,000 which, together with the appropria- 
tion of £190,000 from out of the year’s profits, 
has raised the Reserve Fund to £3,150,000. 

On January 17, 1955, £750,000 will be with- 
drawn from the Reserve Fund and be applied 
to discharge the balance of the Uncalled 
Liability on the Consolidated Capital Stock, 
making the amount paid up {£2,000,000. 
Thereafter there will remain only the Reserve 
Liability of £3,000,000, which cannot be called 
except in the event of liquidation. 

The report and accounts were adopted. 
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Need for Stabilizing Japan’s Economy 
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Mr. Sosaburo Chigira Reviews Year’s Progress 





dent, Sosaburo Chigira, for the sixty- 
ninth term of the Bank (April 1, 1954- 
September 30, 1954): 


"[ aen following is the report of the Presi- 


General Business Conditions 


Business conditions in the United States, 
which are the most influential factors in decid- 
ing world economic trends, started to improve 
early in the term after about a half-year of 
stagnancy from last autumn, when signs 
appeared of a decrease in industrial production, 
an over-production of agricultural products, 
increasing unemployment and so forth, and 
the business recession in the United States has 
apparently terminated, resulting in the stabi- 
lization of productive activities, commodity 
prices, and of employment conditions. 

In the United Kingdom, West Germany, and 
other West European countries, economic con- 
ditions have improved remarkably as a result 
of the strenuous all-out efforts of the people 
in these countries to rehabilitate their national 
economy. Dealing successfully with the after- 
math of the business recession in the United 
States since last autumn, the international 
balances of payments of these countries have 
been steadily improved during the term, and 
it is expected that these countries will con- 
tinue to make earnest efforts to settle the long- 
pending problem of restoring convertibility of 
their currencies. 

A survéy of domestic conditions reveals a 
deflationary tendency in economic circles since 
the beginning of this year. As the tight-money 
policy adopted by the Government from 
October last year was further intensified in 
January and March last, a stringency in com- 
mercial circles developed with a fall in com- 
modity prices, an increase in the number of 
dishonoured bills, and bankruptcies. This 
deflationary tendency has been further aggra- 
vated since the beginning of the term, and has 
adversely affected industrial circles, followed 
by an increase in the stockpiles of manufac- 
turers and a decrease in industrial production, 
and towards the end of the term consumption 
demands also fell. 

However, the international balance of pay- 
ments of this country, on the other hand, has 
improved since last June, due to favourable 
export activities and decreased imports from 
the beginning of the term, recording a net 





receipt of U.S. $79 millions during the term. 
In view of these facts it can be concluded that 
the tight-money policy mentioned above has 
generally succeeded in improving the economic 
conditions of the country towards the desired 
ends. 

A survey of the changes in the financial 
conditions during the term discloses that the 
Government recorded an over-payment of 
Y27.8 billions so as to meet the large disburse- 
ment of the balance of the national finance 
brought forward from the last term, the incre- 
ment of Yen payments caused by the improved 
international balance of payments, and the 
increased payments for the purchase of such 
agricultural products as wheat and _ barley 
from farmers. As it was anticipated at the 
beginning of the term that the Government 
would record about Yt12o0 billions over- 
absorption, the over-payment mentioned above 
was a result unexpected. 

This over-payment by the Government 
naturally eased the stringent monetary market, 
resulting in a diminution of Y27.4 billions of 
the Bank of Japan’s credit extension, which 
stood at Y389.8 billions at the end of the 
term. Reflecting the depressed market con- 
ditions and also the increase in savings of the 
general public, the Bank of Japan’s note 
circulation steadily decreased to Y515.3 
billions at the end of the term, showing a fall 
of Y19.3 billions, compared with the figures at 
the end of the previous term. 

Deposits and loans of city banks during the 
term show that the rates of increase have 
considerably slackened; deposits increased by 
Y110.7 billions to Y2,825.8 billions, while loans 
advanced by Y89.4 billions to Y2,785.4 billions, 
both at the end of the term, reflecting the 
influence of strict credit control by the tight- 
money policy mentioned above, and of the 
incidental slow-down in the increase of cor- 
poration deposits. These increases of deposits 
and loans are only half of those for the previous 
term. 


Record of the Bank 


Under the unfavourable circumstances men- 
tioned above, the Bank exerted all efforts to 
develop further its business activities and to 
improve its business conditions. 

A comparison of the principal accounts of 
the Bank in recent terms is given in the 
following table:— 
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Comparative Statement of 
Principal Accounts 


(Unit: Million Yen) 


Sept. 30, March 31, Sept. 30, 


1954 1954 1953 
Deposits .. is 204,752 193,403 174,536 
Loans and bills discounted 175,317 170,557 151,604 
Securities held 24,750 22,455 19,186 
Borrowed money, etc. 22,986 29,297 18,359 
Capital funds on ov 9,381 8,007 7,549 
Gross profit for the term 2,078 2,345 1,881 
(Net Profit) ga a (833) (815) (800) 


Deposits increased by Y11,349 millions 
during the term to Y204,752 millions at the 
end of September, 1954, an advance of about 
6 per cent. over the figures at the end of the 
previous term. The increase of long-term 
deposits was especially notable, time deposits 
and Government deposits accounting for 42 per 
cent. of the total at the end of this term, com- 
pared with 38 per cent. at the end of the 
previous term, and 37 per cent. a year before. 
The total long-term deposits, including de- 
posits at notice and others, accounted for 
49 per cent. of the total deposits at the end 
of the term. This increase in percentage 
indicates a further stabilization of deposits, 
and is also a factor contributing to the Bank’s 
effective utilization of its working funds. 

Loans and bills discounted, including those 
for the settlement of import bills, stood at 
Y175,317 millions at the end of the term—an 
increase of Y4,759 millions or 2.8 per cent. 
This percentage of increase was much less than 
any in recent terms, due to a marked decrease 
in import financing which was greatly affected 
by the Government and the Bank of Japan's 
tight-money policies. 

Loans were mostly extended to manufac- 
turers and commercial and trading firms, to 
the extent of four-fifths of the total, the rest 
going to public utilities, the mining industry, 
etc. Having thus met the demands for neces- 
sary funds by almost all kinds of domestic 
enterprises, the Bank has contributed greatly 
to the reconstruction and rehabilitation of 
Japanese economy since the termination of 
the war. 

The Bank’s security holdings at the end of 
September, 1954, Stood at Y24,750 millions, 
an increase of Y2,294 millions, or about Io per 
cent., over the figure at the end of the previous 
term, among which corporation debentures 
rank first at Y15,233 millions and Government 
bonds next, these two items accounting for 
82 per cent. of the total holdings. The balance 
comprises corporation stock, U.S. Treasury 
bills and bonds, and Japanese municipal 
bonds, etc. 

Money borrowed from the Bank of Japan, 
including rediscounted bills, money borrowed 
for the settlement of import bills and others, 
decreased by Y6,311 millions to Y22,986 


millions, due to the sound banking policy of 
the Bank as well as to the enforcement of the 
tight-money policy mentioned. 
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During the term under review, the Bank 
bought and sold foreign exchange bills of a 
value respectively of U.S. $65.6 millions and 
U.S. $83.5 millions. These figures represent 
8.4 per cent. and g per cent. respectively of 
the total value of export and import trans- 
actions handled by all the foreign exchange 
banks in this country during the term. 


Despite the unfavourable circumstances, the 
Bank made every effort to increase its earnings 
by curtailing expenses through the rationaliza- 
tion of its banking operations, and could 
realize a satisfactory gross profit of Y2,078 
millions during the term. The net profit was 
Y833 millions after reserving Y1,578 millions 
for possibie loan losses and fluctuations in 
prices, and Y246 millions for retirement allow- 
ances, in addition to providing Y514 millions 
for depreciation of loans, securities and mov- 
able and immovable assets, while Y1,093 
millions were withdrawn from these reserves 
during the term. A sum of Y310 millions was 
transferred to legal and special reserves from 
the net profit. 

Attention may be called to the policy we 
have followed of increasing various reserves. 
Appropriations from the earned profits for all 
these reserves (except reserve for taxes) amount 
to 74 per cent. of the Bank’s gross profit for 
the term, which will further strengthen and 
increase substantially the Bank’s own funds. 

A dividend of Y165 millions or 12 per cent. 
per annum on the capital stock continued to 
be paid for the current term, in view of the 
favourable operations, even after appropriating 
a substantial sum of the profits for reserves. 

The capital funds of the Bank amounted to 
Y9,381 millions, of which Y2,750 millions is 
paid-up capital, and Y6,631 millions the total 
capital reserves, including surplus funds of 
the Bank. 


Conclusion 


It is most gratifying that the Bank could 
attain the satisfactory results mentioned with 
the wholehearted support of the shareholders, 
clients and the general public, despite various 
difficulties encountered during the term. 

However, as the international political and 
economic situations unfortunately still remain 
unsettled, an optimistic outlook for the future 
is not warranted, and as a nation largely 
depending upon overseas trade, Japan must 
anticipate a number of hardships ahead. 

Needless to say, Japan cannot establish 
herself as a genuine independent nation with- 
out the stabilization of her economy, and the 
mission imposed upon all Japanese financial 
institutions now seems to become all the more 
important to stabilize the nation’s economy. 


Under such circumstances, careful observa- 
tion will continue to be paid to the trend of 
events and problems which may develop, both 
domestic and international, and the combined 
efforts of the staff of the Bank will be exerted 
to foster a sound growth of our institution and 
contribute toward the economic development 
of the nation. 




















all banking transactions 


nFINLAND 
Melsingfors A\ktiebank 


Head Office: Helsinki—Helsingfors: Alexandersg 17 
86 branches throughout the country 






























Egypt and Cyprus. 











IONIAN BANK LIMITED 


Established in 1839, the Ionian Bank Ltd. has had more 
than a century’s experience of trade with Greece and the 
Levant, and now possesses nearly 40 branches in Greece, 


Its Head Othce is at: 


25-31 Moorgate, London, E.C.2 


Telephone : Monarch 6727/9 
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149 BROADWAY, NEW YORK 6, N.Y., U.S.A. 
LONDON REPRESENTATIVE OFFICE: 
4 COPTHALL COURT, LONDON, E.C.2., ENGLAND 
KARACHI REPRESENTATIVE OFFICE: 
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THE SUMITOMO BANK (CALIFORNIA) 
HEAD OFFICE: 440 MONTGOMERY STREET 


SAN FRANCISCO, CALIF., U.S.A. 
101 SOUTH SAN PEDRO STREET, 
LOS ANGELES, CALIF., U.S.A. 
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ENGLISH, SCOTTISH & AUSTRALIAN BANK 





Increased Profit 





The Hon. David F. Brand’s Statement 





of The English, Scottish and Australian 

Bank, Limited, was held on December 8 
in London, The Hon. David F. Brand, chair- 
man, presiding. 

The following is an extract from his state- 
ment circulated with the report and accounts 
for the year to June 30, 1954: 

The outstanding achievement of Australia’s 
domestic economy in the year under review has 
been the halting of intlation which has been a 
sickness affecting the country since the end of 
the world war. This s.ccess is all the more 
valuable since it has been obtained during a 
period of buoyant trading conditions when the 
National income increased by approximately 
5 per cent. above the previous year’s figure 
representing a genuine improvement, as there 
were no material rises in the internal price 
levels. There were several reasons for the 
check to inflationary tendencies, but th: most 
important was the decision of the Federal 
Arbitration Court in September last year to 
suspend the system under which the basic 
wage was adjusted each quarter. 


Tt sixty-second annual general meeting 


Trend to Greater Stability 


This very welcome trend towards greater 
stability should assist in solving the difficult 
problem of bringing Australia’s production 
costs into line with world levels. The necessity 
for such an adjustment is becoming even more 
apparent with the resumption of open market 
methods in place of the bulk-buying system so 
long practised for certain commodities by the 
Government of the United Kingdom, which is 
still the biggest market for Australia’s exported 
production. The health of the Common- 
wealth’s overseas trade is so greatly dependent 
on wool that any fall in the world price of the 
commodity, or a lessening in its production 
which could result from unfavourable climatic 
conditions, would throw a great strain on the 
whole economy of the nation. 

One of the weapons used has, of course, been 
the restriction of bank credit under the powers 
granted to the Central Bank by law. The 
well-being of Australia’s economy relies greatly 
upon the production and sale of one commodity 
—wool, so that any substantial variations in 
the amount produced or its international value 
have a potent effect upon the money supply. 
There exist also certain restrictions on general 
productivity, in particular the 40-hour week 
system. The potentials for development of 
industry and natural resources create a constant 
hunger for capital, but paradoxically, interest 
rates are relatively low. 





Control of Credit 


The Commonwealth is peculiarly susceptible 
to inflationary pressures and it is, therefore, 
essential that preventive methods be employed 
to resist these recurring dangers, including the 
control of bank credit. 

The Central Bank operates this control by 
requiring the deposit with it by the trading 
banks of funds in proportion to the varying 
level of each bank’s public deposits. The 
authorities have used their powers to the legal 
maximum and so neutralised the increase in the 
resources of the trading banks. While appre- 
clating the intentions of this firm ofticial 
control, it is not out of place at the present 
time to express the hope that the trading banks 
will not be restrained from expanding their 
businesses in step with the natural growth of 
Australia’s wealth and so fulfil their function 
by turning their resources to the proper 
assistance of industry, trade and commerce. 

The balance-sheet shows that the share 
capital and reserves have increased by about 
£65,000. On the assets side, I would only 
draw your attention to the increase in the 
bank’s investments, particularly in British 
Government and Australian Government secu- 
rities, and also to the increase of just over 
£7,000,000 in advances, etc. These resulted 
from the slightly larger resources available 
from the rise in deposits and current accounts 
of about £8,500,000. 


Profit and Dividend 


Gross profit for the year is shown at about 
£84,000 higher than the previous year, but 
expenses of management and income taxes in 
Australia and in the United Kingdom have re- 
quired £83,000 more, so that the nett profit for 
the year has improved by about £1,000 only. 

An interim dividend was paid on May 31 
last, at the rate of 2s. per share. If the board's 
recommendation is approved in general meeting 
a final dividend will be paid at the rate of 5s. 
per share, less United Kingdom income tax 
leaving an unappropriated balance of £17,482, 
and this will increase the balance to carry 
forward into next year’s account to £389,931. 

I reported to you last year that the bank had 
established a department to supply hire 
purchase finance and its operations began in 
early December, 1953. This development is 
making good progress and has been well 


received by the public and we are satisfied that 
it is fulfilling a useful function in the present 
stage of Australia’s economy. 

The report and accounts were unanimously 
adopted. 

















GUINNESS, MAHON & CO. 


MERCHANT BANKERS 


ESTABLISHED 1836 
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THE BANK OF BERMUDA, LTD. 


HAMILTON 


Somerset 


CAPITAL 
TOTAL RESERVES 


St. George’s 


£125,000 
£348,695 


TOTAL RESOURCES £8,344,639 


Complete Banking and Trust Facilities 


Real Estate Division 
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Position of Financial Strength 





Mr. H. V. Perera on Introduction of New Services 





of Ceylon was held on December 18 at 
Colombo. 

The following is an extract from the state- 
ment by the chairman, Mr. H. V. Perera, on 
the report and accounts for the year ended 
September 30, 1954: As you are probably 
aware, Sir Ernest de Silva who had been the 
Chairman of the Bank from its inception in 
1939, resigned from the Board in October this 
year owing to ill-health. During the long 
period he was Chairman, the Board had the 
benefit of his very wise guidance which was 
based on his wide knowledge of men and 
affairs, and his remarkable ability to see an 
issue clearly and get to the heart of a problem 
quickly. I am sure you will wish to be asso- 
ciated with the Directors in their expression 
of regret at his resignation, and in the hope 
that he will be speedily restored to health. 


Consequent on the resignation of Sir Ernest 
de Silva the other Directors did me the honour 
of electing me Chairman. Mr. H. W. Peiris, 
who has been on the Board since the inception 
of the Bank, was elected Deputy Chairman in 
my place. The vacancy on the Board created 
by the resignation of Sir Ernest de Silva has 
been filled by the nomination of Mr. Falil A. 
Catfoor by the Hon. the Minister of Finance. 
Mr. Caffoor has been for many years a friend 
and supporter of the Bank, and I have no doubt 
that, with his wide experience and well estab- 
lished reputation in business affairs, he will 
give his colleagues on the Board every assist- 
ance in the conduct of its business. Sir Arthur 
Ranasinha, who was the Government Director 
on your Board for about four years till recently, 
has been called to the high office of Governor 
of the Central Bank of Ceylon. While regretting 
his departure from our midst, we would con- 
gratulate him on his appointment and wish 
him all success in his new sphere of activity. 
Sir Arthur Ranasinha’s place on the Board as 
Government Director has been taken by Mr. 
L. J. de S. Seneviratne by virtue of his appoint- 
ment as Secretary to the Treasury, and I have 
no doubt that Mr. Seneviratne will be of great 
assistance to the Board. 


T annual general meeting of the Bank 


Governor-General 


The 17th of July will be a memorable date 
in Ceylon’s history as it marks the first 
appointment of a Ceylonese as Governor- 
General and as such the representative of Her 
Majesty the Queen of Ceylon. The selection 
of His Excellency Sir Oliver Goonetilleke is 
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most fitting, as no one has served his country 
better in the many and varied appointments 
he has held. His Excellency, as you know, 
was on the Board as Government Director for 
some time when he was holding the office of 
Financial Secretary under the Donoughmore 
Constitution. We recall with a sense of pride 
his association with the Board during that 
period. 


Minister of Finance 


I am sure you will join us in congratulating 
Mr. M. D. H. Jayawardene on his appointment 
to the high office of Minister of Finance. From 
the knowledge we have of what he has done in 
the sphere of finance during the short period 
he has been in office, we are confident that he 
will prove a worthy successor to Sir Oliver 
Goonetilleke, who functioned as Minister of 
Finance for about a vear. We feel proud that 
Mr. Jayawardene was associated with the Bank 
as one of its staff officers, though for a very 
short period. Mr. Jayawardene has modestly 
claimed that his departure from the Bank was 
of benefit tc it. We do not share this view, as 
we are certain that on his leaving the Bank it 
lost an ofiicer who would have proved an 
excellent executive. However, the Bank’s loss 
is the country’s gain. 


Bank of Ceylon 


In the last report mention was made of the 
fact that the Bank controlled over a third of 
the total deposits of all commercial banks, and 
I am now happy to inform you that this 
position is still being maintained. 

Cash on hand and balances with banks rose 
by Rs. 14 million to Rs. 66 million, and this 
figure bears a very satisfactory relation to 
total deposits, the ratio being about 19 per 
cent. 

It will be seen that the Bank’s holdings of 
Ceylon Government securities have dropped 
by Rs. 134 million. This drop, however, is 
more than offset by increases in Treasury Bill 
holdings and Cash Reserves aggregating Rs. 19 
million. 

Investments are still stated at book or par 
value, whichever is lower, for reasons explained 
to you in the last report. 

It may also be mentioned that redemptions 
or sales, which account for the drop of Rs. 134 
million on Government Securities, have been 
at par or at prices yielding on the whole a net 
appreciation to the Bank. 

Advances comprising loans, overdrafts, bills 








discounted and purchased, totalled Rs. 93 
million—an increase of Rs. 84 million over the 
corresponding figure for the previous year. 
Here, too, as in the case of deposits, the Bank 
continues to control over a third of the total 
advances made by all commercial banks, the 
actual ratio being slightly higher than that for 
the preceding year. 

You will also be happy to learn that this high 
level of activity in the Bank’s credit operations 
has been maintained without any deterioration 
in the quality of its credits. 

Balance Sheet total rose by Rs. 464 million 
to Rs. 4284 million. Of this increase, deposits 
account for Rs. 15 million, and credits and 
other Contra Accounts for Rs. 284 million. The 
increase in the Contra item is largely due to a 
‘‘ recording account ”’ of the balances of trans- 
actions between the Governments of Ceylon 
and China. Of the accounts which carry the 
Bank’s liability, I am happy to state that 
credits show a welcome addition of Rs. 5 
million, and this indicates a return of improved 
trade which it is hoped will expand. 

Gross profit has been maintained at just over 
last year’s level and the net profit shows a 
small increase over last year. Your Directors 
have pleasure in recommending payment of a 
final dividend of 9 per cent., making 15 per 
cent. for the year. 

It will be seen from the Directors’ Report 
that a further transfer has been made from 
inner reserves to Permanent Reserve Account 
of a sum of Rs. 1,150,000 and, with the alloca- 
tion to Permanent Reserve of Rs. 350,000 
which is recommended from this year’s profits, 
the addition will be Rs. 1,500,000. This brings 
the total Permanent Reserve to Rs. 6,000,000, 
which exceeds the Issued and Paid-up Capital 
of the Bank and is only Rs. 1,500,000 less than 
the Authorised Capital. This tangible evidence 
of the strength of the Bank will, we hope, give 
satisfaction to our shareholders, and they are 
assured that substantial inner reserves are held 
over and above those earmarked to meet 
contingencies. 


Services Introduced During the Year 


Banks in Ceylon have been criticised in the 
past for not making available to the small man 
the current account or cheque-using facility. 

The problem of providing current account 
facilities to all and sundry with adequate safe- 
guards against fraud and cheating called for a 
practical solution. We now have a satisfactory 
solution in the provision of accounts called 
Security Checking Accounts which are operated 
through cheques made available to all con- 
stituents without in any way prejudicially 
affecting the confidence reposed in a cheque. 

To own a Security Checking Account, the 
minimum initial deposit required is only Rs. 
100. Cheques are available from the Bank 
against each deposit, and each cheque can only 
be issued for a sum not exceeding a specified 
amount which the Bank inserts in the cheque. 
Hence, a person accepting such a cheque is 
certain that it will not “‘ bounce ’’—the funds 
are there in the Bank. 

The State could step in here and help us in 
our efforts to popularise the cheque using habit 


by waiving the stamp duty of six cents per 
cheque leaf on at least the Security Chequeg 
which have been specially designed to serve the 
small man. What the State would forgo by 
way of revenue on stamp duty will, in my 
opinion, be compensated for by an increased) 
investment in Government Securities arising: 
from the resulting development of the banking? 
habit and the expansion of deposits. | 

Medium-Term loans repayable over a maxi-" 
mum period of eight years are now granted for? 
the purpose of financing development projects’ 
and house construction. Our experience so far’ 


with these specialised loans has been satis-! 
factory though the usual difficulties in the! 
passing of title to immovable property exist. 7 


Mobile Banking Service 


I must also refer to our Mobile Banking 
Service. This did not come into operation 
during the financial year under review, but all) 
the preliminary work was done during that? 
period and a Mobile Banking Unit has already 
been introduced to serve Wellawatte and 
Hulftsdorp. It is hoped to extend this service’ 
to other parts of the City and also to the? 
Provinces with the aid of more units, and such’ 
extension will, of course, depend on the results 
shown by the first unit already introduced. 

When we meet next year I hope that weg 
shall be .n a position to announce that the 
multipurpose ‘‘ bank on wheels ’”’ just intro- 
duced has been followed by several more. : 


Branch Offices 


further progress was made during the year. 
under review in the development of our Branch - 
system. A branch of the Bank was opened in| 
Chilaw, and all construction work in connection | 
with our branch at Amparai was completed and 
the official opening of the Amparai Branch took 7 
place shortly after the end of the financial year. | 
We expect to open branches at Matara and™ 
Anuradhapura early in the new year, and in 
keeping with the policy of your Directors more 7 
and more branches will be opened throughout ~ 
the country as and when circumstances permit ” 
us to do so. . 


Credit Policy 


Not less than 95 per cent. of the Bank’s 
loans and overdrafts outstanding as on Sep- } 
tember 30 this year have been granted to ™ 
Ceylonese. This, coupled with the fact that the | 
Bank of Ceylon is by far the largest lender to | 
the private sector of the country’s economy, 
would clearly demonstrate the extent of the © 
assistance it has given to Ceylonese enterprise. © 
The Bank of Ceylon, as one unit in the entire ~ 
banking structure consisting of 12 commercial © 
banks, can provide only commercial capital — 
and not investment capital, except to the 
limited extent made available under its | 
Medium-Term Loan Scheme, for it is necessary % 
for your Bank to have as its prime considera- | 
tion its own stability, and that consideration = 
must at all times guide and control the extent 
and character of the financial assistance that | 
could be given to our nationals. | 


The report and accounts were adopted. @ ] 
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